> 


OWING COST 
APTER: IAS 23 BORR 
estion 4 


| January 20X6 Googly Industries Limited (GIL) borrowed Rs.15 million to finance the production of 
2 assets, both of which were expected to take a year to build. Work started during 20X6. The loan 
Maity was drawn down and incurred on 1 January 20X6, and was utilised as follows, with the 
maining funds invested temporarily. 


Asset A Asset B 

"=----2=--- Rs. in million --------- 
| January 20X6 2.5 5 
1 July 20X6 , 2.5 5 
The loan rate was 9% and GIL can invest surplus funds at 7%, 
Required 
Ignoring compound interest, calculate the borrowing costs which may be capitalised for each of the 
assets and consequently the cost of each asset as at 31 December 20X6. (ICAP Example 6) 
Question 5 
Khan Limited (KL) has the following loan arrangements as at 1 January 2020: 
7% Debentures 55 
8% Loan notes 110 
12% Line of credit 85 
10% Running finance arrangement 150 


On the 1 January 2020, KL commenced the construction of a new factory. The construction of the factory 
will cost Rs.100 million and the company funded the construction with the existing borrowings. 


The factory was completed on 31 August 2020 but was not available for use until 31 January 2021 as a 
result of minor modification. During the construction period, active work was amercupted arid the building 
Construction was stopped for two months as a result of adverse weather conditions. 

Required 

Calculate the borrowin 


g cost to be capitalised and the cost of the building to be recognised upon initial 
recognition, 


(ICAP Example 7) 
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Answer-1 


Eligible Borrowing Cost = Actual Borrowing Cost — Income from temporary invest 
Unds = 


(50,000,000 x 8%) less 375,000 
Eligible Borrowing Cost = 3,625,000 

Income from investment of Surplus funds: 

(25,000,000 x 3%) x 4/12 + (1,000,000 x 3%) x 5/12 = 375,000 


Answer 2 


Calculation of Eligible Borrowing Cost: 

Period Loan 
Troon | amom | outstanding outstanding 
rao tans O oae mi 
a — im p a o a 
e | 50,000 50,000 
ESERSE E panes gooo | —— — d 800 


i i _ 17,800 — 9.890 
Capitalization rate = 5 990 x 100 = 9.89% 


Eligible borrowing cost = Rs.4,657 


(W-1) Expenditure x Rate x Period outstanding Rs, in million 
12 2 
30,000 x 9.89% x = = 2,967 
12 
8 319 
20,000 x9.89% x — = 131 
12 
3 2 l 
15,000 x9.89% x — = 37 
12 i 
4,651 
Answer 3 
IAS-23 should be applied in accounting for borrowing costs. i 
i i so they * 
poe a are recognized as an expense in the period in which they are incurred unless t ie 
capitalized in accordance with IAS-23 which says that borrowing costs are directly attributable vill 
acquisition, construction or production of a qualifying asset can be capitalized as a part of the cos 0 
asset. ' 
ifying Ad ay for 
I) . qualifying asset is an asset that necessarily takes a substantial period of time tO get rea 
intended usc or sale. r 
7 nec 9 atnva ai x i ~ ta 
2) Borrowing costs that are directly attributable to acquisition, construction or production an vil 
. diture on the qu: 


to mean those borrowing costs tl 
sts that would have bee i if 
n avo > expe 
asset had not been made. SRE A Mapan 
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IAS 23 BORROWING COST 


n enterprise borrows specifically for the purpose of funding an asset, the identification of the 

ne costs presents no problem as the amount capitalized is the actual borrowing costs net of any 
y ; ; 

borr i earned on the temporary investment of those borrowings. 

inco 


If funds are borrowed, generally, the amount of borrowing costs eligible for capitalisation is determined 


by applying a capitalisation rate to the expenditure on that asset calculated as weighted average of the 
anie costs applicable to general borrowings. 


Cost of capital work in process Rs in ‘000’ 
ae eS = 23,000 
Add: Interest incurred during construction on specific borrowing (28,000 x 5% x 2 years) 2,800 

30,800 
Answer-4 


The borrowing cost to be capitalized & cost of assets are as under 


Cost of asset A 


Rs 
Expenditure 


5,000,000 
Borrowing costs incurred 5m x 9% x 12/12 


450,00 
Less: Temporary investment income 2.5m x 7% x 6/12 87,500 


362,500 
5,362,000 
ped uiairt edie 
Cost of asset B Rs. 
Expenditure 10,000,000 


Borrowing costs incurred 10m x 9% x 12/12 


: 900,000 
Less: Temporary investment income 5m x 7% x 6/12 175,000) 


725,000 
10,725,000 
a a 
Answer S 
The borrowing cost to be capitalized & cost of assets are as under: 
Rs. 
Expenditure 100,000,000 
Borrowing costs to be capitalised 100,000,000 x 9.46% x 6/12 4,730,000 
__ 104,730,000 
e 
January to August are 8 months — two months suspension = 6 months 
de tg %) + (110 x 8%) +(85 x 12%) +(150x | 
Cupar TE E oo, 7%) + (110 x 8%) +(85 x 12%) + (150 x XWO= 946% 


SOFLLO+FES-+150 


297 


Scanned with CamScanne 


SHAPTERS i —_+__________ 14818 fom 45 
ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 


Q.1 Which TWO of the statements below regarding IAS 23 Borrowing Costs are correct? 
rect 


(a) Borrowing costs must be capitalised if they are directly attributable to qualify 
i yin 
(b) Borrowing costs should cease to be capitalised once the related asset į eis 
complete IS Substantially 
(c) Borrowing costs must be capitalised if they are directly attributable to non-current 
j nt assets 


(d) Borrowing costs may be capitalised if they are directly attributable to qualifying assets 
: suds se 

Q.2 Fine Limited (FL) received a Rs.10 million loan at 7.5% on | April 2017, The | 
specifically issued to finance the building of a new store. 9an wag 
Construction of the store commenced on | May 2017 and it was completed and ready for use 
28 February 2018 but did not open for trading until 1 April 2018. 
How much should be recorded as finance costs in the statement of profit or loss for the year 
ended 31 March 2018? 
(a) Rs.250,000 
(c) Rs,125,000 (d) 

Q3 Fine Limited (FL) received a Rs.10 million loan at 7.5% 
specifically issued to finance the building of a new store. 
Construction of the store commenced on | May 2017 and it was completed and ready for use on 
28 February 2018 but did not open for trading until 1 April 2018. 
How much interest should be capitalised as part of property, plant and equipment as at 31 March 


Q.4 An entity decided that not all of the funds raised were needed immediately and temporarily 
invested some of the funds for one month before the construction started, earning Rs.40,000 


interest. 
How should the Rs.40,000 be accounted for in the financial statements? 


(a) Net off the amount capitalised in property, plant and equipment 


(b)  Rs.750,000 
Rs.625,000 
on | April 2017. The loan was 


(b) Taken to the statement of profit or loss as investment income 
(c) Taken as other comprehensive income 
(d) Deducted from the outstanding loan amount in the statement of financial position 
Q.5 Shine Limited (SL) had the following bank loans outstanding during the whole of 2018: 
Rs. m 
9% loan repayable 2019 F 


11 % loan repayable 2022 

SL began construction of a qualifying asset on 1 April 2018 and withdrew 
on that date to fund construction, On | August 2018 an additional Rs, 2 m 
for the same purpose, 


6 million 


funds of Rs. 
thdraw" 


illion was W! 


Ya » 2 » i H . ‘fo E . ` =| eat 
Calculate the borrowing costs which can be capitalised in respect of this project for the Y“ 


ended 31 December 2018. 
(a) Rs.545,600 (b) Rs.472.350 
G RRS aN (d)  Rs.350,350 


aT ee 
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cHAPTER:3 IAS 23 BORROWING COST 


g Jazz Limited (JL) has borrowed Rs.24 million to finance the building of a factory. Construction is 
Q expected to take two years, 


The loan was drawn down and incurred on 1 January 2019 and work began on 1 March 2019. 
Rs.10 million of the loan was not utilized until 1 July 2019 so JL was able to invest it until 
needed, JL is paying 8% on the loan and can invest surplus funds at 6%. 


Calculate the borrowing costs to be capitalised for the year ended 31 December 2019 in respect of 


(a) Rs.1,400,000 (b)  Rs.1,920,000 
(c) —_Rs.1,300,000 (d)  Rs.1,620,000 
Q7 A company has the following loans in place throughout the year ended 31 December 2018. 

Rs. m 
10% bank loan 140 
8% bank loan 200 
On | July 2018 Rs.50 million was drawn down for construction of a qualifying asset which was 
completed during 2019, 


What amount should be capitalised as borrowing costs at 31 December 2018 in respect of this 
(a) Rs. 5.6 million (b) Rs, 2.8 million 
(c) Rs, 4.4 million (d) Rs, 2.2 million 


Q8 An entity uses funds from its general borrowings to build a new production facility. Details of the 
entity's borrowings are shown below: 


Rs.10 million 6% loan 
Rs.6 million 8% loan 


The entity used Rs.12 million of these funds to construct the facility, which was under 
construction for the entire year. 


How much interest should be capitalised as part of the cost of the asset? 
Rs, 


Q9 _ Which of the following is not considered a “borrowing cost” under IAS 23? 
(a) Interest expense calculated by the effective interest method 
(b) Finance charges in respect of loan 
(c) Exchange differences arising from foreign currency borrowings to the extent that they are 

regarded as an adjustment to interest costs 
(d) Principal repayments on a loan for property, plant and equipment 
Q.10 When activities to prepare an asset for its sale or use are suspended, borrowing costs must be? 

(a) Capitalized i (b) Expensed 
(c) Ignored (d) Charged to equity 

Quy Which of the following is not a condition to commence capitalisation of borrowing costs? 
(a) Expenditures are being incurred 
(b) Borrowing costs are being incurred 
t Repayment of borrowings has commenced 
(d) Activities to produce the asset for its intended use or sale have commenced 
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zi Limited (GL) is constructing an office buildin i 
i é g and is capitalising 
ith IAS 23. The office is almost complete; the Be aon 
d to continue capitalising the borrowing costs? ii 
(b) No 
(d) None of the above 


Ing costs jn 
IS to instal] 


Q.12 Gha 
accordance W 
furniture. Is GL allowe 
(a) Yes 
(c) Don’t know 


Which of the following is not a “qualifying asset” under IAS 23? 


Q.13 
(a) Mass produced inventory (b) Manufacturing plants 
(c) Made to order inventory (d) Investment property 

Q.14 Capitalisation of borrowing costs should be suspended: 
(a) when substantially all the activities necessary to prepare a qualifying asset for in ` 


intended use or sale are complete 
porary delay which is a necessary pa 
ale 


(b) during a tem rt of the process of getting an asset 
ready for its intended use or s 


iods in which active development of a qualifying asset is interrupted 


(c) during extended per 


(d) all of the above 
is correct in the context of capitalisation of borrowing costs? 


Q.15 Which of the following statements | 
(a) If funds have been arranged from various genera 
capitalised is based on the weighted average cost of borrowings 
penditure for the asset is incurred 


(b) Capitalisation always commences as S 


(c) Capitalisation always continues until t 
nces as soon as 


| borrowings, the amount to be 


oon as ex 
he asset is brought into use 
(d) Capitalisation alway$ comme borrowing costs are incurred 


ss 
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ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTIONS 


Ad (a, b) 


u (©) 
a3 @) 
Ad O) 


p 


A5 (a) 


AG a 


1 @ 


AB 


IAS 23 BORROWING COST 


Borrowing costs must be capitalised if they are directly attributable to qualifying assets, 
which are assets that take a substantial time to complete. Capitalisation should cease once 
substantially all the activities to prepare the asset are complete. 


Rs.10 million x 7.5% x 2/12 = Rs.125,000 
Rs.10 million x 7.5% x 10/12 = Rs.625,000 


Temporary investment income earned during the construction period should be netted off 
the amount capitalised. 


However, the interest was earned prior to the period of construction. Therefore the 
investment income earned should be taken to the statement of profit or loss as investment 


income. 
ee 3.99m 
Capitalisation rate = ETEA 100 = 10.23% 
a: 


. Loan, Rate Interest 


Loan A * 15 9% 1.35 
LoatB,j 24 N% 2.64 
a 39 3.99 
Borrowing cost to.be capitalized 
Rs.6m x 10.23% x 9/12 = Rs.460,350 
Rs.2m 10.23% x 5/12 = Rs.85,250 
Total Rs.545,600 


Rs, 
March — December (Rs.24m x 8% x 10/ 12) 1,600,000 
Less investment income (Rs.10m x 6% x 4/ 12) (200,000) 


| l 1,400,000 
Temporary investment income before commencement would be recognised as finance 
Income in profit or loss. 


Capitalisation rate = = x 100 = 8.8% 


Loan _Rate Interest 
Loan A 140 10% 14 
LoavrB "200 8% 16 
"+340 30 

PEE lem 


Rs.50 million #8,8% x 6/12 = Rs.2.2 million 


Rs,810,000 


Rs.12m x 6.75% = Rs. 810,000 
Capitalisation rate | 
= ((Rs.10m x 6%) + (Rs.6m x 8%))/Rs, 16m = 6.75%, 
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“ato (b) 
A.11 (c) 
A12 (b) 
PE n 

A13 (a) f ded periods in which active development of a que asset isinterrupted 

A.14 (c) during exten been arranged from various general a the amount to be 

AJS () J Wa on the weighted average cost of borrowing 

capitali 

l 
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IAS 40 INVESTMENT PROPERTY 
aptek 


INVESTMENT PROPERTY IAS 40 


al: INVESTMENT PROPERTY 


An investment property is property (land or a building, part of a building or both) held to earn 
rentals or for capital appreciation or both. 


properties which differ from investment property 

Investment property differs from other property which is. 

. Used in production, or supply of goods or for administrative purposes (IAS — 16) 
° Held for sale in the ordinary course of business (IAS — 2) 

Examples of Investment Property 


’ Land held for long term capital appreciation rather than for short term sale in the ordinary 
course of business 

e Land held for a currently undetermined future use (if an entity has not determined that it 
will use the land as owner occupied property or for short term sale in the ordinary course 
of business. 

. Property that is being constructed or developed for future use as investment property. 

Examples of Non-Investment Property ` 

2 Property intended for sale in the ordinary course of business. 

è Owner occupied property including (among other things) 
(i) Property held for future use as owner occupied property 
(ii) Property held for future development and subsequent use as owner occupied 

property 


(iii) | Property occupied by employees (whether or not the employees pay rent at 
market rates) and 


(iv) Owner occupied property awaiting disposal 
L02: PARTLY OCCUPIED BUILDINGS 
An entity may 


Use part of a property for the production or supply of goods or services or for 


administrative purpose (owner occupied) and 


° Hold another part of the same property to earn rentals or for capital appreciation (held as 


investment) , 
Rules for Partly Occupied Buildings 


: The two parts are accounted for separately if they could be sold separately (or leased out 


separately under a finance lease) 


If above is not the case, the property is investment property only if an insignificant 
portion is held for use in the production or supply of goods or services or administrative 
purposes, 


Example: Partly occupied building Bere gee 

How should Shining Ltd account for the following properties in Its financial statements: 

l. Shining Ltd owns two buildings on two separate sites in Islamabad. The first building is 
used by Shining Ltd for administration purposes and the second building is leased out 
(means given on rent) 
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Shining Ltd owns a 20 storey building in Karachi, which it uses fi 
or admi 


2 
purposes. The top floor ofthe building is leased to Unpleasant Ltd « MNistrati, 
cannot be sold separately) ‘assume i 
3. Shining Limited owns a 20-storey building in Lahore. It leases out 19 4 
. the top floor for administration of the building (assume portions ici and y 
separately) Ot be soy 
Solution to example l 
l; Both buildings are distinct and separate, therefore, should be accounted for se 
Building used for admin purpose shall be accounted for as property, plant and cate 
t 


d out shall be açcounted for as investment property. 


and the building lease 
ccounted for as property, plant and equipment as the leased 
l 


2; The entire building shall be a 


portion is insignificant. l 
3. The entire building shall be accounted for as investment property as the portion used A 


admin purpose is insignificant. 
Accounting Treatment of Investment Property 
Recognition criteria for investment property are the same as for PPE (IAS — 16) 
An owned investment property should be recognised as an asset only when. 
It is probable that future economic benefits associated with the property: will flow to the 


entity and 
The cost of the property can be measured reliably 


Measurement at initial recognition 
Investment property should be measured initially at cost plus any directly attributable 


expenditure (means transaction taxes €.g., legal fees, prope 


costs) incurred to acquire the property. i 
The followings are not added to cost of an investment property: 


Start-up costs (unless necessary to bring the property to the condition necessary 

it to be capable ofoperating in the manner intended by management); 

° Operating losses incurred before the investment property achieves 
of occupancy (e.ginitially property is not fully on rent because of which there arè 
losses); or 

e enorme waste incurred in constructing or developing the property, 

° Selling aná administrative expenses. 


rty transfer taxes and other transaction 


for 


the planned level 


Subsequent Measurement 
After Initi iti it 
r Initial Recognition an entity may choose as its accounting policy 


° Cost model 
v n ea Mare (oeren from revaluation model IAS — 16) , 
policy has i ee ‘i es lied to all the investment property of the entity. val 
not be changed unless the change will result 1" a h 


appropriate ati 
ae bone ise a IAS 40 states that a change from the fair value mode 
y to result ina more Appropriate presentation 


Even if the entit 
y uses cost model, fair value of the property is to be disclose 


iJ ’ t0 
the financial statements, din notes 
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IAS 40 INVESTMENT PROPERTY 
gap TER 


t Model N 
Cos model follows the provision of IAS — 16. 
qos roperty is measured at cost less accumulated depreciation less impairment loss 
The p 


pair Value Model . 
Under fair value model the entity should 


Revalue all its investment prope: ty to fair value (M . V) at the end of each financial year 
e 

and 
7 Recognize any resulting gain or loss in profit or loss for the period 
° The property would not be depreciated 


This is different to the revaluation model of IAS 16, where gains are reported as other 
comprehensive income and accumulated as a revaluation surplus. 


If an entity’s policy is to measure investment properties at fair value but its fair value 
cannot be measured reliably such investment property shall be measured at cost for 
example an investment property under construction. However, if the entity expects the 
fair value of the investment property under construction to be reliably measured when 
construction is complete it shall measure that investment property under construction at 


cost until either its fair value becomes reliably measured or construction is completed 
(whichever is earlier). 


If it is not possible to arrive at a reliable fair value figure then the cost model should be 
adopted for that property using the cost model in accordance with IAS 16 for owned 
assets or IFRS 16 for investment property held by a lessee as a right-of-use asset. This is 


an exception t^ the rule that all investment property must be valued under either one 
model or the other. 


Example 1 


On 1.1.18 entity P purchased a building for its investment potential, The building cost Rs. 
1,000,000 with transaction cost of Rs. 10,000. 


The depreciable amount of the building component of the property at this date was Rs. 300,000 . 


The property has a useful life of 50 years at the end of the year 1 the property fair value had risen 
to Rs.1,300,000. 


Required: 


Prepare income statement and balance sheet extracts for the year ended 31-12-18 under both cost 
and fair 


value model. 
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Solution 

Cost Model 

Income Statement Extract 

Depreciation expenses oo Rs 

Balance Sheet Extract 6,009 

Assets 

Investment property cost (1,000,000 + 10,000) 

Less accumulated depreciation — 1,010,099 

WDV (6,000) 

Fair Value Model 1,004,009 

Income Statement Extract 

Fair value gain (W - 1) Rs, 

(W - 1) gain / (loss) 290,000 

igs 1300,000 

Gain (1,010,000) 

290, 

Balance Sheet Extract 000 

Assets Re. 
1,300,000 


Investment property 

Reasons of treating investme 
An investment property is held 
(capital appreciation) or it is he 


because it might earn regular stream O 
An investment property also differs from owner-occupic 


generates cash flows that are largely independent of other assets 
The most relevant information about an investment property is its fair value. Depreciation is 
largely irrelevant. Therefore it is appropriate to re-measure an investment property to fair value 
each year and to recognize gain and losses in profit or loss for the period. 

\ 


LO 3: TRANSFERS AND DISPOSALS OF 
If a property is transferred into or out of this category it mu 
property or as no longer being an investment property. A trans 
be made where there is a change in use (when the property mee 

of investment property) as illustrated below. 
Transferred to / from Accounting treatment 
IAS-40 (IP) —IAS-16 (PPE) e Take the IP to its FV in IAS-40 and then 
e The FV at date of transfer is deemed cost 
aes ee j —=IAS-2 o Take the IP to its FV in IAS-40 and then 
eR © The FV at date of transfer is deemed cost for a 
56 PPEJOIAS400P) | © Take the IP to its FV (revalued amount) in IAS-16 and the 

transfer to IAS-40; 
-40. 
at (Inventories) >IAS-40 forlas 


nt properties differently from other properties 

primarily because it is expected to increase in value over time 
Id to earn rentals. It generates economic benefits for the entity 
f income in the form of rentals or might be sold at a profit. 
d properties (IAS — 16) because it 
held by an entity. 


INVESTMENT PROPERTY 

st be reclassified as an invester 
fer of investment prope can ony 
ts or ceases to meet, the definition 


transfer it to 
for IAS-16. 


transfer it to 
JAS-2. 


e The FV at date of transfer is deemed cost -pV in 
> Take the IP at its cost to TAS-40 and then take it to Its 
IAS-40; 

The FV at date of transfer is deemed cos 
> Take the IP at its cost to IAS-40 and then take i 


IAS-40; 
I st for 1AS-4: 


z he FV at date of transfer is deemed co ; 
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f IAS 40 INVESTMENT PROPERTY | 
quar tee | 
GAIN OR LOSS ON DISPOSAL 


yo Gains or losses on disposals of investment properties are included in 
which the disposal occurs. 
EXAMPLE: DISPOSAL OF INVESTMENT PROPERTY 


The investment property in the previous example 
1,550,000, Selling costs were Rs.50,000. 


The amount that would be included in the statement of 
disposal under the cost model is as follows: 


profit or loss in the period in 


(example-1) was sold early in Year 2 for Rs. 


profit or loss for Year 2 in respect of this 


Cost model Rs. . 

Sale value 1,550,000 | 
Selling costs (50,000) | 
Net disposal proceeds 1,500,000 

Minus: Carrying amount (1,004,000) 

Gain on disposal 496,000 

The amount that would be included in the statement of 


profit or loss for Year 2 in respect of this 
disposal under the fair value model is as follows: 


Fair value model 


Rs. , 
Sale value 1,550,000 
Selling costs (50,000) 
Net disposal proceeds 1,500,000 
Minus: Carrying amount (1,300,000) 
Gain on disposal 200,000 


LOS: DISCLOSURE REQUIREMENTS 
The following disclosures are required by IAS 40 in the notes to the accounts. 


Disclosure requirements applicable to both the fair value model and the cost model 
l. Whether the fair value model or the cost model is used; 


2, The methods and assumptions applied in arriving at fair values; 
3. The extent to which the fair value of investment property was based on a valuation by a 
qualified, independent valuer with relevant, recent experience; 
4. Amounts recognized as income or expense in the statement of profit or loss for: 
e rental income from investment property; 
s operating expenses in relation to investment property = 
5, Details of any restrictions on the ability to realize investment property or any restrictions 
é on the remittance of income or disposal proceeds; 


the existence of any contractual obligation to purchase, construct or develop investment 
Property or for repairs, maintenance or enhancements. 
Disclosure requirements applicable to the fair value model only 


l. There must be a reconciliation, in a note to the financial statements, between opening and 


closing values for investment property, showing: 


e additions during the year 


E assets classified as held for sale in accordance with IFRS 5 
s net gains or losses from fair value adjustments 
e acquisitions through business combinations 
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This reconciliation should show separately any amounts i W 
properties included at cost because their fair values cannot be a respect of in 

For investment properties included at cost because fair v hoe reliab| Yestiene 
reliably, the following should also be disclosed: ewe 
° a description of the property 

an explanation as to why fair values cannot be determined reliab| 

if possible, the range within which the property’s fair value is ie 
plicable to the cost model only ole 


c 
annot be estimat 
ed 


Disclosure req uirements ap 


l. The depreciation methods used; 
ves or depreciation rates used; 


2. the useful li 
3. ross carrying amounts and accumulated depreciati wani 
: ie erok : i on at the beginning and at the end o 
4, a reconciliation between opening and closing values showing: 
° Additions; 
4 o Depreciation; 
° Assets classified as held for sale in accordance with IFRS 5; 
» ° Acquisitions through business combinations; 
° Impairment losses; 
à ; ° Transfers 
5, When the cost model is used, the fair value of investment property should also be 
t be estimated reliably, the same additional disclosures 


disclosed. If the fair value canno 
should be made as under the fair value model. 
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R3 IAS 40 INVESTMENT PROPERTY 


PRACTICE QUESTIONS 


jon-1 = i 
quest Explain the difference between an investment property and an owner-occupied property. 
(a What are the two models allowed for investment properties and briefly explain how these 
Ù wo models compare to the two models allowed for property, plant and equipment. 


stion-2 , ; a : ; 
Y pire Limited is a dairy company and owns a farm (consisting of 200 hectares including a 
a 


ttal of five sheds), which it purchased for Rs.2 000 000. Sapphire Limited uses the farm for the 

following: . ae bs Spoons 

One stand-alone shed is used for the milking of Sapphire Limited cattle. 

40 hectares surrounding the stand-alone shed is used for grazing for Sapphire Limited’s 

dairy cattle; and 

à The remaining 160 hectares of land and four other sheds are let to fellow farmers for 
grazing of their own cattle and storage of fodder. The leases are non-cancellable 
operating leases. 

The 160 hectares of land together with the four sheds was purchased by Sapphire five years ago 

and has a separate title deed to the other 40 hectares (including the stand-alone shed). 

Required: 

Discuss how Sapphire Limited should account for the farm in the financial statement in terms of 

Intemational Financial Reporting Standards. You may assume that Sapphire Limited intends to 

keep the farm in its existing use for the foreseeable future. 


Question-3 

Star Plc is an investment company that purchases buildings and holds them for a number of 
purposes, such as resale, leasing and its own use. 

Hally Towers . 

; On 1 January 20X4, Star Plc purchased an old building for Rs.300,000. Conveyance’s 
fees amounted to Rs.20,000. 

This building has always been fully let out. 

This building is situated in an isolated part of Balochistan and there is no development 
anywhere nearby. As a result there is no market for building in this area and therefore a 
fair value is not reliably ascertainable. 

On 31 July 20X4, the directors decided to repaint the building. The repainting was done 
at a total cost of Rs. 50,000. — a 

This building has never had an air-conditioning system. After numerous complaints from 
tenants about not being able to tolerate the Balochistan heat, Star Ple decided to upgrade 
the building by installing a ducted air-conditioning system on 1 October 20X4. 

The cost of installation included the following 


Rs. 
Adjustments to the structure of the building an 
Air-conditioning units pes 


Installation costs 
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On 31 December 20X4, a huge property boom took place in the area w; 
Wl 


e 
the fair value of Hally Towers could now be determined. Star Ple à th the Tesult th 
wish to change their policy of measuring investment property using the ii NOt, howeye 
° The building has a 10 year useful life and a nil residual value, st mode), 4 
° The ducted air-conditioning system has a 10 years life and a nil residual valu 
e, 


Star Plc also holds other investment property, all of the which are carried under the ¢: 
model, The fair values are as follows: © fair Value 


1 January 20X4 a Rs, 

31 December 20X4 aie 
Required: 9,000 
Journalise the entries that would arise from the above information for the year-endeg 3] 
December 20X4 


Question-4 
SPL Limited owns two build 
e The Popular; and 
e The Palms 

The Popular: 


e SPL Limited had 
The popular is a high rise building in the centre of Kar 


This building is leased out to corporate clients. 
° Its fair values are as follows: 
31 December 20X4 Rs.600,000 
31 December 20X5 Rs.700,000 
31 December 20X6 Rs.750,000 
The Palms: 
° On 2 January 20X5, SPL Limited bought this property for Rs. 200,000 in cash. 
° Although no tenants would rent space in this building, SPL Limited identified that the 
buildings would be prime investment as the are around. The Palms was being extensive! 
pleted, this property “I! 


ings, each with a different purpose: 


purchased this building on 31 July 20X4 for Rs. 500,000 cash, 
$ achi’s central business district. 


developed. Expectations are that, once this development is com ay 
attract a very high price, at which time the plan would probably be to sell it. The prope" 
is not, however, held as inventory. 
e The building’s fair values were as follows: 
31 December 20X5 Rs.250,000 
3] December 20X6 Rs.400,000 
Other information: il 
es nl 
° Both buildings, when purchased, where determine to have useful lives of ten yeas and 
residual values, 
° SPL Limited holds all investment property under the fair value model. 
Required; xí 
(a) Prepare the journal entries to account fi di á 
í : t for the ar for years- Decem 
A ae TA 1e popular for years-ended 31 
ecemb? 


(b) Prepare the journal entries to account for the Palms for the year-ended 31 D 


20X5 and 20X6. 
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IAS 40 INVESTMENT PROPERTY 
gapped ooo TAS 40 INVESTMENT PROPERTY 
PRACTICE SOLUTION 


golution-1 l 
An investment property is held for rent 
@) owner-occupied property is used by the 
for administration purposes. 
) A comparison of the models allowed in term 
¢ the models allowed in terms of IAS 16 for pro 


e Property, plant and ‘equipment may 
revaluation model. 


al income or capital appreciation whereas an 
entity in the production of goods or services or 


s of IAS 40 for investment properties with 
perty, plant and equipment is as follows: 
be measured under the cost model or 


Investment properties may be measured under the cost model or fair value model. 
. The cost model is the same in both cases. 


e The revaluation model requires that increases/ decreases recognised as other 


comprehensive income (revaluation surplus: equity) 
The fair value model requires that all increases/ decreases, irrespective of the be 
recognised directly in profit or loss. 


Solution-2 


INTRODUCTION 
The farm is used: 


' By Sapphire Limited for milking and grazing (stand-alone shed and 40 hectares of land); and 
To earn rentals (from the 160 hectares and four sheds). 
According to IAS 40 if a building is owner occupied buildin 


ecause it has separate title deeds) it must be disclosed as p 
with IAS 16. 


Owner-occupied 
This means that the owner- 
measured using either: 
s The cost model; or 
. Revaluation model. 
Whichever model 
Similar, the owner 
hectares), 
ost modei: 


g and can be sold separately (which it can 
roperty, plant and equipment in accordance 


occupied stand-alone shed together with the rel 


T 


ated 40 hectares must be 


is used, the property will be initially measured at cost. A 


ssuming that all the Sheds are 
-occupied shed and 40 hectares should be recorded 


at Rs.400 000 (Rs.2 000 000 x 40 / 


€ cost model entails measuring the asset 


at cost less accumulated depreciation and imp 
‘valuation model: 


airment losses. 
e revaluation model entails measuring. the asset at fair value less subsequent accumulated depreciation 
me 'mpairment losses, If the revaluation model is adopted and a revaluation to fair value results in an 
“ase in Carrying amount above its historical carrying amount, this increase must be recognised in other 
comprehensive income and accumulated in equity (not profit and loss), 
“Preciation under both models: 
“Preciation must be provided over the useful life of the property to its estimated residual value. The 
at aPpropriate methods of depreciation would be either the straight-line or reducing balance method. If 
ny Stage the residual value is greater than the property's carrying amount, depreciation must cease. 
ide lation should begin when the property is available for use and should not cease when te 
€. Land would not be depreciated as it has an indefinite useful life. 
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mporarily 
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ERTy 
Not owner-occupied 
Since the 160 hectares and remaining four sheds are leased out to earn rentals, this prope 


and measured as investment property in terms of IAS 40. Investment properties may ae is recognised 
either the: easured using 
e. Cost model (IAS 16) or 

e Fair value model (IAS 40 prefers this method). 


Whichever model is used, the investment property will be initially measured at cost. Assuming th 
sheds are similar, the four remaining sheds and 160 hectares should be recorded at n | Pi 
i 0 


(Rs.2 000 000 x 160 / 200 hectares). 
Cost model: 

If Sapphire Limited uses the 
subsequent accumulated depreci 
valued. 


Fair value model: 
If Sapphire Limited uses the fair value model, the entity must report the farm (the four sheds and the 160 


hectares) at fair value. Any increase or decrease in fair value fromthe end of one reporting period to the 
next must be recognised as an income or expense in the year of the change. 

If Sapphire Limited cannot ascertain the fair value (where fair value is the market price between 
knowledgeable, willing parties in an arms length transaction) of the investment property it must apply the 
following rules: 

If the fair value could not be ascertained on the date of purchase, the investment property must be 
carried at depreciated historic cost (cost model), 

If the fair value could not be ascertained at the end of a subsequent reporting period, the 
investment property must be carried at the last available fair value. 


cost model the farm sheds and 160 hectares are carried at cost | 
ation and impairment losses (i.e. in terms of IAS 16). It may not be a 


———— 


Solution-3 


| 
| Debit Credit 
į 1 January 20X4 . 
i Investment property: cost (300,000 + 20,000) 320,000 
f Bank 320,000 . . 
Purchase price plus conveyancer’s fees (which are necessarily incurred in order to bring the building into 
use 
| 31 July 20X4 
l Maintenance expense l 50,000 
Bank 50,000 


Painting expensed (does not increase the future economic benefits embodied in the asset 


l 1 October 20X4 


| Investment property: cost (200,000 + 30,000 + 50,000) 280,000 
| Bank ; 280,000 


Capitalisation of the air-conditioning system ———— 
31 December 20X4 (320,000 / 10) + (280,000 / 111m x 3m) 
Depreciation 39,568 

Investment property: accumulated depreciation 39,568 


Depreciation of investment property — sce note | 


31 December 20X4 


Investment property 1,250,000 — 1,000,000 250.000 

Fair value adjustment to investment property 250,000 
Fair value adjustment on other investment property — see note 2 esc eal 
o 312 
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CHAPTER:3 IAS 40 | 
————— 


; Although the air- 

not This aa that 

time of installati 
months). 

Note 2: This fair value adjustment relate 
that the question did not give 
question had given you the fai 
because IAS - 40.53 states th 
basis on initial acquisition an 
property must always be he 
possible to determine the fair 


conditioning system has a useful life of 10 years, it is integral to the building. 
it must be depreciated over the remaining useful life of the building. At the 
on, there were 9 years and 3 months left (9 x 12 months + 3m months = 111 


s to other investment property (not Hally Towers). Please note 
you the fair value of ‘Star Plc on 31 December 20X4. If the 
r value of Star Plc, however, you would have had to ignore it 
at if a fair value was not reliably determinable on a continuing 
d was therefore forced to use the cost model initially, then that 
ld under the cost model (i.e. even if it subsequently becomes 
values, the fair value model may never be used for this property). 


Solution-4 
(a) . 
Debit Credit 
31 July 20X4 : 
Investment TIR the Popular 500,000 
Bank 


500,000 


i 


Reco Mila 
31 December 20X4 
Investment property: the Popular 600,000 = 500,000 100,000 

Fair value adjustment to investment property (Income) 100,000 
Fair value adjustment to investment roperty: the Popular 
31 December 20X5 
Investment property: the Popular 700,000 — 600,000 100,000 

Fair value adjustment to investment property 100,000 


Fair value adjustment to investment property: the Popular 
31 December 20X6 


Investment property: the Popular 750,000 — 700,000 50,000 
Fair value adjustment to investment property 50,000 


Fair value adjustment to investment property 


(b) 
` Debit Credit 
2 January 20X5 , 
Investment:property: Palms 200,000 
‘Bahk? foe 200,000 


a ee ‘ 
Purchase of investment property: The Palms 


31 December 20X5 
Investment property: Palms (250,000 — 200,000) 50,000 ue 
Fair value adjustment to investment property j 


Fair value adjustment to investment property: The Palms 

31 December 20X6 . 150,000 

Investment property: Palms (400,000 — 250,000) l : 150,000 
Fair value adjustment to investment property 


Fair value adjustment to investment propert 
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ICAP QUESTION BANK QUESTION 
Question-1 


Victoria owns several properties and has a year end of 31 December. Wherever possible, Victoria carries 
investment properties under the fair value model. . 

Property 1 was acquired on | January Year 1. It had a cost of Rs.1 million, comprising Rs.500,000 for 
land and Rs.500,000 for buildings. The buildings have a useful life of 40 years. Victoria uses this Property 
as its head office. 

Property 2 was acquired many years ago for Rs.1.5 million for its investment potential. On 31 December 
Year 7 it had a fair value of Rs.2.3 million. By 31 December Year 8 its fair value had risen to Rs.2,7 
million. This property has a useful life of 40 years. 

Property 3 was acquired on 30 June Year 2 for Rs.2 million for its investment potential. The directors 
believe that the fair value of this property was Rs.3 million on 31 December Year 7 and Rs.3.5 million on 
31 December Year 8. However, due to the specialised nature of this property, these figures cannot be 
corroborated. This property has a useful life of 50 years. 


Required 


(a) For each of the above properties briefly state how it would be treated in the financial statements 
of Victoria for the year ended 31 December Year 8, identifying any impact on profit or loss, 


(b) Produce an analysis of property, plant and equipment for Victoria for the year ended 31 
December Year 8, showing each of the above properties separately. (ICAP Example 10) 


314 pe nn a et 
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cpap TER 
ICAP QUESTION BANK SOLUTIONS 


(a) 


Treatment in the financial statements for the year ended 31 December Year 8 (IAS16) 
re 

1 . 
moa i by Victoria as its head office and therefore cannot be treated as an investment 
et It will be stated at cost minus accumulated depreciation in the statement of financial 
eat The depreciation for the year will be charged in the statement of profit or loss. 
pee 

e 2 . . e 

at held for its investment potential and should be treated as an investment property. It will be 
carried at fair value, Victoria’s policy of choice for investment properties. It will be revalued to 


fair value at each year end and any resultant gain or loss taken to the statement of profit or loss 
(Rs.400,000 gain in Year 8). 


Property 3 , ; 

This is held for its investment potential and should be treated as an investment property. 
However, since its fair value cannot be arrived at reliably it will be held at cost minus 
accumulated depreciation in the statement of financial position. The depreciation for the year will 


be an expense in the statement of profit or loss. 


This situation provides the exception to the rule whereby all investment properties must be held 
under either the fair value model, or the cost model. 


Analysis of property, plant and equipment for the year ended 31 December Year 8 


In practice, with a more complex property, 
Would be included within the land and buildi 
Separately in a note to the table, 
WORKINGS 


(W-1) Depreciation on Property 1 


Brought forward (500,000 + 40 x 7) 


Other land Investment Investment 
and property property Total 
buildings held at fair held at cost 
(W1) value (W2) 
Rs. Rs. Rs. Rs. 
Cost/valuation 
On 1 January Year 8 1,000,000 2,300,000 2,000,000 5,300,000 
Revaluation - 400,000 - 400,000 
On 31 December Year 8 1,000,000 2,700,000 2,000,000 5,700,000 
Accumulated depreciation 
On 1 January Year 8 87,500 - 220,000 307,500 
Charge for the year (W1) 12,500 - 40,000 52,500 
On 31 December Year 8 100,000 - 260,000 360,000 
Carrying amount ` 
On 31 December Year 7 912,500 2,300,000 1,780,000 4,992,500 
On 31 December Year 8 900,000 2,700,000 1,740,000 5,340,000 
Tutorial note 


plant and equipment tablo the investment properties 
ngs column with tho required disclosures being given 


87,500 
Year 8 (500,000 + 40) 12,500 
(W-1) Depreciation on Property 3 
Brought forward (2,000,000 + 50 x 5,5) wee 
Year 8 (2,000,000 + 50) , 
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ICAP PAST PAPER QUESTIONS 
QUESTION-1 | 


Both IAS 16 ‘Property, Plant and Equipment and IAS 40 ‘Investment Property’ deal with tangib 


current assets of an entity. Discuss any four differences between IAS 16 and IAS 40, 
(06) 
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ICAP PAST PAPER SOLUTIONS 


> IAS 40 i 
Applicable to tangible assets held for usein | Applicable to property held to earn rentalor for 
business including owner occupied property capital appreciation 


Allows cost or revaluation model for Allows cost or fair value model for subsequent 
subsequent remeasurement remeasurement 


Change in fair value are taken to OCI Change in fair value are taken to P&L only 


and/or P&L 
Assets under revaluation model are Assets under fair value model are not 


f 
wv) depreciated depreciated 
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» Q.2 


Q.3 


 Q.4 


Q.5 


IAS 40 INVESTMENT PROPER, 
: Y 
ICAP MULTIPLE CHOICE QUESTIONS (MC s 


An enti 
id ntity Purchased an investment property on 1 January 2013 for a cost of Rs.3Sm 
an estimated u 


- The 
; S i š : idual value, and at 31 Dec Prope 
ait Value of Rs d2 seful life of 50 years, with no residua ember 2015 had” 


42m. 
n] January 

Calculate the posal under both the cost and fair value (FV) model, 

(a) Cost Model: Rs.7.1 m and FV model: (Rs.2.0 m) 

(b) Cost Model: Rs.2.0 m and FV model: Rs.2.0 m 

= Cost model: Rs.5.0 m and FV model: (Rs.2.0 m) 


Cost model: Rs.7.1 m and FV model: Rs.5.0 m 
An Investment property with a 
l January 20 


2016 the Property was sold for net proceeds of Rs.40m. 
Profit or (loss) on dis 


n 
$ dr 
to Rs.300 million Akram Limited measures its investment properties under the fair value node i 
What values would go through the statement of profit or loss in the year? 

(a) Gain: Rs.100 million and Depreciation Rs.30 million 

(b) Gain 


: Rs.0 and Depreciation of Rs.30 million 
(c) Gain: Rs.100 million and Depreciation of 0 


(d) Gain: Rs.120 million and Depreciation of Rs.20 million 
Which of the follo 


wing properties owned by an entity would be Classified as an investment 
Property? 


(a) A property that had 
being held for resale 

(b) Land purchased for its investment potential. Planning permission has not been obtained 
for building construction of any kind 

(c) A new office building ued as 
exploit its capital gains potential 

(d) A banglow used for executive training 

Sarfraz Limited (SL) uses fair value accounting where possible and has an office building used by 

SL for administrative purposes. At 1 April 2012 it h i 


remaining life of 20 years. On | October 2012 
reclassified as an investment 


been leased to a tenant, but which is no longer required and is now 


entity’s head office, purchased specifically in order to 


» the property was let to a third party and 


What is the correct treatment when the above 
(a) Take Rs.3,500,000 gain to other comy 
(b) Take Rs.3,500,000 gain to the statem 
(c) Take Rs.4,000,000 gain to other comprehensive income 
(d) Take Rs.4,000,000 gain to the statement of profit or loss 


Limited acquired a building with a 40-year life fo 
= i January 2013, At 31 December 2013, the fair 
million with costs to sell estimated at Rs.200,000, 


If Cool Limited uses the fair value model for investment properties, what gain should 
in the statement of profit or loss for the year ended 31 December 2013? 


Rs, 


' m . ? 
Property is reclassified as an investment property 
prehensive income 
ent of profit or loss 


aaa million 
r its investment potential for Rs.8 t Rs? 


' e a 
Value of the property was estimat 


- A 
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ye 
i ynder JAS 40 - Investment Property, where should i 
Q (a) statement of Financial Position b ah la - aaliniia aati | 
(c) Statement of changes in equity 5 Profit and loss statement | 
udi N || 
, if an entity uses part of a building for their own u i | 
07 seated? se, and rents the remainder. How should this be | 
All as investment | 
(a) ee property under IAS 40 - Investment Property 
(b) All un i 6 - Property, Plant and Equipment j 
Account for separately under ‘I 
c er ‘IAS - ; 
©) Investment Property’ 16 Property, Plant and Equipment’ and ‘IAS - 40 | 
(d) None of these i 
«age i 
os An investment property should initially be measured at? (| 
(a) Cost (b) Fair value ji 
Market value (d) Net realizable value i 
- Investment if 


(c) 
09 If an entity wishes 

Property, when may it do so? 

(a) When the board of directors approves a change 

(b) When the value of the assets will improve with a revise 

(c) re appropriate presentation 


(d) | When the mark 
Q10 Which two of the following properties fall under th 


therefore within the scope of IAS 40? 


to change from a cost model to fair value model under IAS 40 


d model 


When a change will result in a mo 


et for these properties is fluctuation 


e definition of investment property and 


ee paying market rent 


(a) Property occupied by an employ 
(b) A building owned by an entity and leased out under an operating lease 
(c) Property being constructed on behalf of 3rd parties 
(d) Land held for long term appreciation 
odel for its property, plant and equipment and fair value 
uilding which was being used for 


t of Rs. 20 million. On 
fied as an investment 
Rs, 23.4 million on 


QIL Afternoon Limited (AL) uses cost m 
AL has an office b 


model for its investment prope 
administrative purposes. At I July 2018, the building had a carrying amoun 
let out to a third party and therefore reclass! 

llion on | July 2018 and 


that date, the building was 
property, The building had a fair value of Rs. 23 mi 


ve income for the year 


30 June 2019, 
What would be the increase in the profit or loss and other comprehensi 
ended 30 June 2019? 
Profit or loss Other comprehensive income 
(@) Nil Rs. 3.4 million 
Rs, 3 million 


(b) Rs, 0,4 million 
(@) Rs, 3,4 million 
(d) Rs, 3 million 


Nil 
Rs, 0.4 million 
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Q.12 Which TWO of the following fall under the definition of investment Property? 


(a) Property occupied by an employee 

(b) A building owned by an entity and leased out under an Operating lease 
(c) Property being constructed on behalf of third party 

(d) Land held for long term appreciation 


Q.13 Under IAS 40 ‘Investment property’, which of the following disclosures is N 


OT req; 
made under cost model? required tg be 


(a) Fair value of the property 
(b) Depreciation method 
(c) Reconciliation of carrying amounts at the beginning and end of a period 


(d) Residual value of the property 


aad 
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gap TER3 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTIONS 


(a) Under the cost model the property will be depreciated over 50 years for 3 years up to the 


Al date of disposal. Therefore, at the disposal date the carrying value would have been 
Rs.35m — (Rs.35m/50 x 3 years) = Rs.32.9m and the profit on disposal Rs.7.1m (Rs.40m 
—Rs.32.9). 


Under the fair value model the property will not be depreciated hence the loss on disposal 
would be Rs.2m (Rs.40m — Rs.42m). 


nO) Under the fair value model the property will not be depreciated hence the gain on 
k valuation would be Rs.100 million (Rs.300 million — Rs.200 million). 


a3 (b) Asset A would be classed as a non-current asset held for sale under IFRS 5. Assets C and 
i D would both be classified as property, plant and equipment under IAS 16. 


Ad (a) As SL uses the fair value model for investment properties, the asset should be revalued to 
fair value before being classed as an investment property. The gain on revaluation should 
be taken tc other comprehensive income, as the asset is being revalued while held as 
property, plant and equipment. 


At | October, the carrying amount of the asset is Rs.19.5 million, being Rs.20 million 
less 6 months’ depreciation. As the fair value at 1 October is Rs.23 million, this leads to a 
Rs.3,500,000 gain which will be recorded in other comprehensive income. 

A5  Rs.1,000,000 


The fair value gain of Rs.1 million (Rs.9m — Rs.8m) should be taken to the statement of 
profit or loss. Costs to sell are ignored and, since entity uses the fair value model, no 
depreciation will be charged on the building. 


A6 (b) 

A7 (c) 

A8 (a) 

A9 (o) 

A10 (b)& (d) 
All 


(b) Profit or loss Rs. 0.4 million and Other comprehensive income Rs. 3 million 


(b) & (d) A building owned by an entity and leased out under an operating lease & Land held for 
long term appreciation 


A.13 (d) Residual value of the property 


A.12 


E r a oan a aan 


_ 
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IAS 36: IMPAIRMENT OF ASSET 


cuaPTeR 


IMPAIRMENT OF ASSETS IAS - 36 ai 


A 
i: INTRODUCTION 0 a 
poe An asset is said to be impaired when its recoverable amount is less than its carrying amoun 
statement of financial position, 


Impairment means that the asset has suffered a permanent loss in value. 
Definitions 
ll 


š its value in use. 
ainvaluelis the price that would be rece} 


disposal. 
iGipaikment HOSS} is the amount by whiéh the carrying amount of an asset exceeds its recoverable 
amount. = Beck velue - Recoyeyable mounl - 

Cost of disposal are incremental costs directly attributable to the disposal of an asset excluding 
finance costs and income tax expense, 


IAS 36 applies to accounting for impairment of all assets except the following: 

® Inventories (IAS 2);’ 
Nig Deferred tax asséts (IAS 12); 
° Assets arising from employee benefit (IAS-19); 
è İnvestment property that is measured at fair value (IAS 40); 
° Biological assets related to agricultural activity (IAS 41); 
3 Non-current assets classified as held for sale’ (IFRS 5); 
° Financial Assets (IFRS 9); ies 
° Contract assets and assets arising from costs to obtain or fulfil a contract (IFRS 15); 
° Insurance Contracts (IFRS 17). 
Identifying impairment or possible impairment 
An entity must carry out an impairment review when there is evidence or an indication that 
impairment may have occurred. If such an indication exists, the entity must estimate the 
recoverable amount. 
Al lpidicafors of impainmeiit 

Indicators may be external or internal: 


External sources Internal sources 

An unexpected decline in the asset’s market! Evidence that the asset is dama ed or no longer of 
Val . ntity. 

Value. | TETTA TA use to the entity 


Significant changes in technology, markets, There are plans to discontinue or restructure the 


€conomic factors or laws and regulations that operation for which the asset is currently used, 
ave an adverse effect on the company. 
Ani 


increase in interes t rates, affecting the value There is a Fe et tierasset?s expec d 
use of the asset( dicvease viU ) i remaining useful life, 


5 T 5 ime ndenea YA i Yo y 
The company’s net assets have a higher carrying 1 here is evidence that the entity s y 
value than the company’s market capitalization perfi ce is | 


arket capitalization means total market value 
market value per share x no. of shares. 


9f equity of the entity, usually computed as 
322 


bh 
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° its fair value minus costs of disposal, and 
° its value in use. 


Fair valuė is nori ‘ket valuè. If no active market exists, it may be 

possible to estimate the amount that the entity could obtain from the disposal, 
Cest to Sell 

Direct selling costs (cost to sell) normally include: 

e legal costs, 

e Cost of removing asset’ 

e taxes paid and” 

e costs necessary to bring the asset into a condition to be sold. 

However, redundancy and similar costs (for example, where a business is 

reorganised following the disposal of an asset) are not direct selling costs. 

It is the present value of the expected future cash flows from use of the asset, 

discounted at a suitable discount rate. 


pesad) 


Example-1 (Measurement of recoverable amount) 
A company has a machine in its statement of financial position at a carrying amount of Rs. 


300,000, 

The machine is used to manufacture the company’s best-selling product range, but the entry of a 
new competitor to the market has severely affected sales, 

As a result, the company believes that the future sales of the product over the next three years will 
be only Rs. 150,000, Rs. 100,000 and Rs. 50,000, 

The asset will then be sold for Rs. 25,000. 

An offer has been received to buy the machine immediately for Rs. 240,000, but the company 
would have to pay shipping costs of Rs. 5,000. The risk-free market rate of interest is 10%. 
Required: 

Calculate the impairment loss. 


Solution-1 


Calculation of impairment loss 


Carrying Amount 300,000 
Recoverable Amount (higher of: 
- Fair value less cost to sell(W-2) 235,000 
- Value in use (W-1) 275,357 275,357) 
Impairment loss 24,643 
(W-1) Calculation of Value in Use 

[150,000 x (1.1)! + 100,000 x (1.1)? + (50,000 + 25,000) x (1.1)"] 275,351 
(W-2) Fair value less cost to sell 

Fair value less cost to sell (240,000-5,000) 235,000 


Example-2: (recoverable amount — fair value less costs to sell) 
A company has an asset with the following details at 31 December 20X3: 


Costs of delivery to potential customer 
Legal costs involved in sale agreement 10,000 


Required: 


Calculate the fair value less costs to sell of the asset at 31 December 20X3 a 
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gap IERA 


olution -2 
Fair value less costs to sell 
pye 


Rs. 
i 200,000 
Expected selling price pe 
Less the costs of disposal (20 000 + 10 000) | : 


~ 170,000 


Does not include 


1. Cash inflows or outflows from financing 


Cash inflows from the continuing 


use of the asset; 


activities; 

° Lease payment their interest 

e Loan receipts/repayments and their 
interest 


9, Cash outflows that will be 2. Income tax receipts or payments, 


necessarily’ ~ — incurred to 
generate inflows from use ‘of asset; 
and 


3. Net disposal proceeds at the end of | 3. Cash flow from a future restructuring to which 
the asset’s useful life, an entity is not yet committed: or 
4, Cash flow improving or enhancing the asset’s 


Poteet 2 eae | eee 
5, ‘Cash outflows that have already heen recognized’ 
as liabilities (for example, a pay nent of an 
accounts payable i . 


FV 
The discount rate must be a pre-tax rate that reflects current market assessments of: 
e the time value of money; and 


the risks specific to the asset for whic 
adjusted. 


Example-3; (recoverable amount - value in use — cash flows) 
‘machine has the followin 


° h the future cash flow estimates have not been 


g future cash flows, based on management’s most recently approved 


Xtra profits resulting from the upgrade X 
Note l: 


Cash inflows stem f rom 


The useful life of the machine is expected to last for 5 years, The grow 


th rate in the 
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CHAPTERS TAS 36: IMPAIRMENT OF Asg 


20X3 was an unusual 15% whereas the average growth rate over the last 7 years is: 


In the industry 10% i 
In the business 8% 
Required: 


Calculate the future net cash flows to be used in the calculation of the value in use of the machine 
at 31 December 20X3 assuming that a 5-year projection is considered to be appropriate. 


Solution -3 
Future cash flows — Machine 
Outflows: 
Maintenance costs (direct cost) 
Operational costs (allocated indirect costs) 
Interest on lease (financing always excluded) 
Tax payments (tax always excluded) 
Cost of upgrading machine (upgrades always 
excluded) 


Depreciation (not a cash flow — a ‘sunk’ cost) 
Expenses to be paid in 20X3 accruals (not a future 
expense - already recognized in 20X3 financial 


statements) 
mows O OOOO SS S O S 
Basic inflows: (only 40% relates to machine) 40) 480| 56o) | 
ea ai 


Net cash inflows (20X7:240 x 1.08) (20X8: 259 x 
1.08) 
* Rounded 
The net cash inflows per year would still need to be present valued and the total of the present 


\,. values per year would then be totaled to give the ‘net present value’ or ‘value inuse’. 
It was assumed in this question that the machine would not be able to be sold at the 


e. 

end of its Useful life and the disposal thereof would not result in any disposal costs. 
° The current year growth rate of 15% seems unusual given the company’s average growth 
; average 


rate was only 8%. The industry average of 10% is also greater than the business 
-of 8%. Prudence dictates that we should therefore use 8%. 


LO 3: ACCOUNTING FOR IMPAIRMENT 


Valuation model 
used 
ae] carried at The impairment loss is normally recognised immediately in profit or loss. 
cost model 3 
he extent that 1t © 


Asset carried at Impairment loss is recognised in revaluation surplus to t 
covered by that surplus. 

Impairment not covered by a previously recognise 
asset is recognised in profit or loss. 


revaluation model 
he same 


d surplus on ¢ 


ass" 
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Impairment of an asset should be identified and accounted for as follows: 


indications that an asset may be impaired. 
allocate the asset’s revised carrying amount, minus any new residual value, over its 


remaining useful life. 


If there are such indications, the entity should estimate the asset’s recoverable amount. 
When the recoverable amount is less than the carrying value of the asset, the entity - 
should reduce the asset’s carrying value to its recoverable amount. The amount by 
which the value of the asset is written down is an impairment loss. i 

Example-4 ' 

On 1 January Year 1 Entity Q purchased for Rs.240,000 a machine with an estimated useful life 
of 20 years and an estimated zero residual value. i 
Depreciation is on a straight-line basis. 


- [Step _| Description 
At the end of each reporting period, the entity should assess whether there are any 
Accounting for impairment is done as discussed above 
Depreciation charges for the impaired asset in future periods should be adjusted to 
On 1 January Year 4 an impairment review showed the machine’s recoverable amount to be 
Rs.100,000 and its remaining useful life to be 10 years. 


Calculate: 
(a) The carrying amount of.the machine on 31 December Year 3 (immediately before the 
impairment). 


(b) The impairment loss recognised in the year to 31 December Year 4. 
(c) The depreciation charge in the year to 3! December Year 4. 


Solution-4 

(a) Carrying Amount(Year 3 n 

Carrying Amount = 240,000 — 36,000 = 204,000 

Ace. Dep. = : 240,000 x 3 = 36,000 
20 

(b) Impairment Loss( Year 4) 

1/1/Y4 Book value 204,000 

1/1/Y4  Recoverable amount (100,000) 

1/1/¥4. Impairment loss . 104,000 


(c) Depreciation Expense(Year 4) 


31.12.¥4 | Dep. Exp 


Example-5 i PO 
On 1 January Year 1 Entity Q purchased for Rs.240,000 a machine with an estimated useful life 
of 20 years and an estimated zero residual value. 
Depreciation is on a straight-line basis. et . 
The asset had been re-valued on 1 January Year 3 to Rs.250,000, but with no change in useful life 
at that date. . = 

On 1 January Year 4 an impairment review showed the machine’s recoverable amount to be 
Rs.100,000 and its remaining useful life to be 10 years. 

Calculate: 
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ENT 


Year 2 and henc 

9 The carrying amount of the machine on 31 December © the rg 
Surplus arising on 1 January Year 3. xa 31 December Year 3 (immediately ‘ 

(b) © carrying amount of the machine m 
mapa ised i r to 31 Decem 

> Journal te for the impairment loss Sa re : | Decemba, Vert ear 4 

(d) Ournal entry for the depreciation charge in 


Solutions 


Carrying Amount (31/12/02) (W-1) 216,09) 
Revaluation Surplus (1/1/03) (W-1) 34,009 
(b) i 3 
Carrying Amount (31/12/03) (W-1) 36,11) 
(c) Impairment loss (1/1/¥4): 


1/1/04 | Revaluation Surplus (Wel) 
Impairment Loss(bal.) 
Accumulated (W-2) 


Impairment 


Accumulated Depreciation 
Recording of de preciation 


(W-1) Calculation of revaluation Surplus and depreciation 

Date Description Machine R. Surplus SOCIAL) - 
1/1/01 Cost : 240,000 
01 +02 


Depreciation (240,000/20) x2 


(24,000) 

31/12/02 - WDV 216,000 

1/1/03 Revaluation surplus (bal.) 34,000 34,000 
1/1/03 Revalued amount 250,000 34.000 
31/12/03 Depreciation (250,000/18):(34, 000/18) (13 889) (1 889) 
31/12/03 WDV B61 sae 
1/1/04 Impairment Loss (bal,) 
1/1/04 Recoverable amount Bl) 6211) 
3112/04 Depreciation (100,0010) 100,000 : 
31/12/04 WDy 


10,000 
LO 4: REVERSAL OF AN IMPAIR 


O 
A company must m 


ake an as 
previously recognize 


yee d impairmen 
longer exists, it js re 


at the end of 
t should Of each re 
versed subjec 


e 


her 3 
Porting period as to whet 
t to the follo 


5s" 
sis ay no longer exist. If the I 
Any reversal should not lead to ; wing Sutdance, 
l ad to a carrying a A 
asset would have been Without the recogniti Mount in excess of w 
In allocating a reversal of an impairm on Of the Origin 
increased above the lower of: ent loss, the carry 


ihe 
: tof 
hat the carrying amoun 

al impairment loss. i 


th 
. t no 
ng amount of an asset mus 
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y SOENS PE ace TAS 36; IMPAIRMENT OF ASSET 
° ie nt (if determ, 


the carrying amount that spoil oe and 
depreciation) had no impairment hay 
rsal should be: oss b 
recognised immediately in profi 

. . . . It . 
the original impairment was da loss; unless 
reversal should be credited to th Bed to the 


. . ¢ 
revaluation in other comprehensive inco 


© been d 
etermine 
tn Sön recognised d (net of amortisation or 
Or the asset in Prior period 
| Periods, 
6 
Surplus, in which. case the 
Ported in the same Way as a 


100,000 


01 January 2010 


Required 
Calculate reversal of impairment loss as on 31-12-13 


, Solutio 


Depreciation [100/10 


$ i 


rof airmențjf k 


d there been no imp 
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Recoverable amount (31-12-10 
Recoverable amount (31-12- 


Required 


Calculated revisal of impairment loss as on 31-12-14 


Solution 
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a 
gusii RACTICE UESTIONS | 
. 5 

| 


Limited (FL) purchased a machine 
“mated useful life of 10 years, On 3 
e the value in use and fair value | 


ec. 
l e : i transactions from the date of acquisition of the pl tt | 
0 f ant to the i 


imi a Bev wee (Sco sfaivvohi - 
Awesome te ae esa a machine for Rs. 300,000 on OLJ 7. ; rfa $ , ? lit = Gee : 
a ete nae i ; ips a 7 December, 2017 the mahine a o The machine fas {see | 
therefore air value less cost to sell are Rs 50 now become obsolete and : 
7 ,0 i i 
00 and Rs. 70,000 respectively. i 


Required: ; 
Prepare journal entries to record the above transactions from t 


2 vied 31 December 2017. he date of acquisition of the plant to the 
Walnut Limited (WL) purchased an vehicle for Rs. 5,000 on July 01, 2015. Th i 

yseful life of 4 years with no residual value. On June 30, 2016 the vehicle has a fair ef reine 
and value in use 1s Rs. 2,800 and Rs. 2,250 respectively. There was no indication of impairment on 


30June, 2017. zy 

cej 2 a 
oie | Imp bess 45d | 
Prepare journal entries to record the above transactions from the date of acquisition of the plant to the a 


year ended 30 June, 2017. 


ased a machine for Rs. 500,000 on July 01, 2005. The vehicle has an estimated | 


Giggly Jelly (GJ) purch 
useful life of 5 years with no residual value. On June 30, 2007 the vehicle has a fair value less cost to sell i 
and value in use is Rs. 150,000 and Rs. 100,000 respectively. æ> 20-G-re/) Baktelttes Zwet Ln? hx H 
Required: S Vary = [Sec | i 
Prepare journal entries to record the-above transactions from the date of acquisition of the plant to the A | 


year ended 30 June, 2008. F 
Friends & Co. purchased a machine for Rs. 800,000 on January 01, 2012. The DeF mrmi 
useful life of 5 years with no residual value. On December 31, 2012 the machine has a ta 


to sell of Rs. 548,000. If machine is not sold the following net cash inflows are exp jo a its use: | 
Year ended __ yarr = | 
Fv L D) December 31, 2013 | 
Chs. December 31, 2014 
December 31, ae 100,000 r 
ber 31, 2 ; 's occur at the en 
The proper discount Dese rs A for these flows is 10%. (Assume that the cash flows 0 
“quired: ons from the date of acquisition of the machine to the 


tepare journal entries to record the above transact! 


Year ended 31 December, 2012. 
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CHAPTER-4 IRMENT op A, 
Qim 


: January 01, 2003, T 
~ i imi 7 ‘chased an asset on Rs, 45,000 on 
T on Tanti 01, 2005 -the asset has a fair value less cost to 5 
50,000 and 40,000 respectively, 
: d 
ere ean entries to record the above transactions from the date of a 
year ended 31 December, 2005, | 
Question-7 
Shahzad Textiles Limited (STL) purchased oa z ka 1,000,000 on January 01, 2007, The biin 7 
timated useful life of 20 years with no salvage value, | 
STL sei revaluation model for subsequent measurement of its P,P&E. The detail of 
performed by an independent valuer is: 


Revaluation Date 
31 December, 2007 
O 2010 the p 


he asset ha 
S an est 
ell and value in ise ge 
Te 


Cquisition of the Plant to h 
the 


"Valuation 


n 31 December, lant is now obsolete and therefore the value in use and fair value less cost 
sell are Rs, 700,000 and Rs. 600,000 respectively, 0 
Required: 


Prepare journal entries to record the a 


bove transactions from the date of acquisition of the plant 
year ended 31 December 2010, 


to the 
Question-8 
Salamat industries purchased a machine for Rs. 1,570,000 on January 01, 2010, The machine has a useful 
life of 16 years with no salvage value, 


Salamat industries 


performed revaluation. Details are as follows: 
ee Date | Fair value | value 
January 1, 201] 
Janu 


1,700,000 
1,750,000 


> 2012 fire broke out d 
reduced to Rs. 800,00 


:000,000 

Required; 

Prepare journal entries to record the above transaction from t E aleei 
ended December 31, 2012. rom the date of acquisition of plant to the y 


| Question-9 


Ase Bn O ea Rs. in thousand---------- 

A l WDV Value in use Fair A 

B 3,200 3,100 i 

C 1,500 1,200 ae 

Every asset is sold through 1,700 1,500 dt 
ubl 3 ? red 

be dismantled at th s alae Ender, which APSIS i 


‘round Rs. 50,000. Assets A and C are req 
he cost of dism 


sal 
antling i , 200 thou 
ese costs are already į - Smantling is Rs, 100 thousand and Rs è 


mpany's legal ad © Cost of asset, Sale agreements of the i ys" 
draft a sale ay advisor whose annual fee ; kes about 
ale agreement ee Is Rs. 365 thousand. It take 
Require 


c politics 
ompute IMPairment (if any) on Cach asset ; 
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y 
pat pe 


n-10 
gasa se an asset costing Rs. 100 on.01-01-2010. Life is 10 years. Entity uses revaluation model. 
\ owing details are available on 31-12-2012: 

fo 

90 
15 


„pair value 
82 


Cost to sell 
„Value in use 


Required: 
pass journal entries for the year ended 31-12-2010, 2011,2012, 
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ENT 
, O 


F A 
PRACTICE SOLUTIONS 


Answer-1 
Entries in the books of FL 


1/1/14 


31/12/14 
31/12/14 


(W-1) Calculation of impairment loss: 
Book value on 31/12/14 (2,500,000 — 250,000) 


Particulars 
Machine 
Bank 
(Purchase of machine) 
Depreciation Expense (2,500,000/10years) 
Accumulated Depreciation 
(Recording of depreciation) 
Impairment loss 

Accumulated impairment loss 
(Recording of impairment loss) 


Dr 
2,500,000 o 
m Soo 
250,000 

550,000 


550,000 


á 2,250,000 
Recoverable Amount (higher of:) 
- Fair value 1,700,000 
- Value in use i ' 1,500,000 (1,700,000) 
Impairment loss 550,000 
Answer-2 , ' 
Entries in the books of AL pel 
Particulars 


Machine 
Bank 
(Purchase of machine) 
Depreciation Expense (300,000/8years) 

Accumulated Depreciation 
(Recording of depreciation) 
Depreciation expense (300,000/8years) 

Accumulated Depreciation 
(Recording of depreciation) 
Depreciation expense (300;000/8years) 

Accumulated Depreciation 
(Recording of depreciation) 
Impairment loss 

Accumulated impairment loss 
(Recording of impairment loss) 


1/1/15 


e 
300,000 


| Dr 


37,500 
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IAS 36: IMPAIRMENT OF ASSET 
gap 1ER- 


- 4 of impairment loss: 
(wel) Calculation ol} TAN ie 
Book value on 31/ 12/17 (300,000 — (37,500 x 


recoverable Amount (higher of:) AA 
Fair value ’ ae 
Value in use 50,000 (70,000) 


117,500 
Impairment loss PEE aidi balut 


Answer-3 


fntries in the books of Walnut Limited 
piramaŘŘŮĖ————— 


Particulars 


1/1/15 Vehicle 5,000 


Bank 5,000 
30/6/16 


(Purchase of plant) 
Depreciation Expense (5,000/4years) 
30/6/16 


Accumulated Depreciation 
30/6/17 


(Recording of depreciation) 
(W-1) Calculation of impairment loss: 


Impairment loss(W-1) 
Accumulated impairment 
(Recording of impairment loss) 
Depreciation expense ((5,000 — 1,250 — 950)/3years) 
Accumulated Depreciation 
(Recording of depreciation) 


Book value on 30/6/16 (5,000 — 1,250) 


3,750 
Recoverable Amount (higher of:) 
- Fair value 2.800 
- Value in use 2.250 (2,800 
Impairment loss : T 
Answer-4 


Entries in the books of Giggly Jelly 
[Date | Particulars 
1/7/05 Vehicle 
Bank 
Purchase of vehicle 
Depreciation Expense (500,000/Syears) 
Accumulated Depreciation 
Recording of depreciation 
Depreciation expense (500,000/5years) 
Accumulated Depreciation 
Recording 
Impairment loss 
Accumulated impairment loss 
Recording of impairment loss 


500,000 


500,000 


100,000 

100,000 
100,000 

100,000 
150,000 

150,000 


30/6/06 
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Mat 


(W-1) Calculation of impairment loss: 
30/6/08 Depreciation expense ((500,000 — 200,000 — 150,000)/3years) 


Accumulated Depreciation 
(Recording of depreciation) 


Book value on 30/6/07 (500,000 — 100,000 — 100,000) i 300,000 
Recoverable Amount (higher of:) 
- Fair value 150,000 
- Value in use 100,000 (150,000) 
Impairment loss 150,000 
Answer-5 


Entries in the books of Friends & Co. in the books of Friends & Co. 


[Date | Particulars | r | C i 


1/1/12 Machine 800,000 
Bank 
(Purchase of machine) 
31/12/12 
31/12/12 


Depreciation Expense (800,000/5years) 
(W-1) Caldutédion of impairment loss 


800,000 


160,000 
160,000 

92,000 
92,000 


Accumulated Depreciation 
(Recording of depreciation of machine) 
Impairment loss 

Accumulated impairment loss 
(Recording of impairment loss) 


Book value on 31/12/12 (800,000 — 160,000) ” 640,000 
Recoverable Amount (higher of:) , 

- Fair value - 548,000 

- Value in use (W-2) * 490,530  - (548,000) 


Impairment loss 


ti 


92,000 
a ss . 


(W-2) Calculation of Value in Use 


Present value 


Discount factor ) 10% 


200,000 181,820 
200,000 165,280 
100,000 T 95:130 
100,000 68,300 
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çpapTER- 


per the books of Fabian Limited 
p Particulars 


Depreciation Expense (45,000/1 0years) 
Accumulated Depreciation 
aa Recording of depreciation 
31/12/04 Depreciation expense (45,000/1 Oyears) 
Accumulated Depreciation 
Recording of depreciation 


Note: No impairment loss is recognized as carrying amount is less than recoverable amount, 
Depreciation expense (45,000/1 0years) 


31/12/05 
e Accumulated Depreciation 


(Recording of depreciation 
(W-1) Calculation of impairment loss: 


Book value on 1/1/05 (45,000 — 4,500 — 4,500) 36,000 
Recoverable Amount (higher of:) 

- Fair value 50,000 

- Value in use 40,000 (50,000) 


Impairment loss - 


Answer-7 


Entries in the books of STL 


me 
[Date | Particulars oDe [| ons 
1/1/07 Plant 
K Bank 
Purchase of plant 
31/12/07 | Depreciation Expense 
Accumulated Depreciation 


Recording of depreciation 
Accumulated Depreciation 


Revaluation surplus 
(Recording of revaluation surplus 
Depreciation expense 
Accumulated Depreciation 
Recording of depreciation 
Revaluation Surplus 
Retained earning 
Transfer of revaluation surplus to retained earnings 
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Depreciation expense 
Accumulated Depreciation 
Recording of depreciation 


31/12/09 


31/12/10 | Depreciation expense 
Accumulated Depreciation 
Recording of depreciation 


Impairment loss(bal.) 
Revaluation surplus 


31/12/10 


Recording of impairment loss 
(W-1) 
Date Description 
1/1/07 Cost 
31/12/07 Depreciation (1 ,090/20) 
31/12/07 WDV 
31/12/07 Revaluation surplus (Bal.) 
31/12/07 Revalued amount 
31/12/08 Depreciation (1,500/19) : (550/19) 
31/12/08 WDV 
31/12/09 Depreciation (1,500/19):(550/19) 
31/12/09 WDV 
31/12/10 Depreciation (1,500/19):(550/19) 
31/12/10 WDV 


(W-2) Calculation of impairment loss: 


31/12/10 Book value 

31/12/10 Recoverable amount 
(Higher of:) 
- Fair value less cost to sell 
- Value in use 

31/12/10 Impairment loss 


Revaluation Surplus 
Retained earning 
Transfer of revaluation surplus to retained earnings 
Revaluation surplus 
Retained earning 
Transfer of revaluation surplus to retained earnings 


Accumulated Impairments loss 


28.95 

28.95 
78.95 

78.95 
28.95 

28.95 


100 
463.15 


563.15 


Rs in ‘000° 
Rev, SOCI 
Pioni Surplus (P/L) 
1,000 
(50) 
950 
550 550 
1,500 550 
(78.95) (28.95) 
1,421.05 521.05 
(78.95) (28.95) 
1,342.1 492.1 
(78.95) (28.95) 
1,263.15 463.15 
1,263.15 
600 


_ 
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4 IAS 36: IMPAIRMENT OF ASSET 
qap TEE- 


ered 5 x 
ye the books of Salamat industries 
gate 


Rs. in ‘000’ 


Machine 
Bank 
Purchase of machine 
Depreciation Expense 
Accumulated Depreciation 


Accumulated Depreciation 
Machine 


I/11 Machine 
Revaluation surplus 
of revaluation su 


31/12/11 Depreciation expense 
Accumulated Depreciation 
Recording of depreciation 


31/12/11 Revaluation surplus 
Retained earning 
Transfer of revaluation surplus to retained earnings 


Accumulated depreciation 
Machine 
Transfer of accumulated depreciation to machine 
1/1/12 Machine 
Revaluation surplus 
Recording of revaluation su 
31/12/12 Revaluation Surplus 
Retained earning 
Transfer of revaluation surplus to retained earnings 
Depreciation expense 
Accumulated Depreciation 
Recording of depreciation 
Impairment loss(bal.) 
Revaluation surplus 
Accumulated Impairments loss 
pairment loss 


(W-1) 
Rs in ‘008° 

D : Rey. SOCI 
: ate Description Machine Surplus P/L 
Ny 
T Cost af a 
i Depreciation (1,570/16) — ein 
ny?  WDV 028.13 228.13 
ny Revaluation surplus (Bal.) =A ee 
My, Revalued amount 113.3 15.21) 
May Depreciation (1,700/15) : (228.13/15) te) eee 

WDV aba iin 
3p 
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CHAPTER-4 


1/1/12 
1/1/12 
31/12/12 
31/12/12 


(W-2) Calculation of impairment loss: 
31/12/12 Book value 
31/12/12 Recoverable amount 


(Higher of:) 
- Fair value less cost to sell 


- Value in use 
Impairment loss 


Revaluation Surplus (bal.) 
Revalued Amount 


WDV 


= 31/12/12 


Answer-9 


Impairment loss 
Carrying amount 
Recoverable amount (Higher of) 


- value in use 
-fair value less cost to sell (W-1) 


Impairment 


WORKINGS 

(W-1) Fair value less cost to sell 
A (2,500 — 50) 
B (1,400 - 50) 
C (2,000 — 50) 


Company's legal advisor cost is not an incremen 


Answer-10 


Journal entries 
For the year ended 31* December, 2010 


Depreciation 


31-12-11 
Accumulated depreciation 


339 


Depreciation (1,750/14) : (376.22/14) 


31-12-10 Depreciation 
Accumulated depreciation 


For the year ended 31“ December, 2011 


__. 163.3 a, 
1,750 376.22 
(125) (26.87): 
1,625 349.35 
1,625 
800 
1,000 (1,000) 
625 
A BOC 
3,200 1,500 1,700 
B c 
1,200 1,500 
1350 1,950 _(3,100) (1,350) (1950 
100 150 : 
2,450 
1,350 
1,950 


tal cost, so ignored. 


_ 
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r ended 31" December, 2012 


for the ye? 
pate Particulars Dr, 


Apy Depreciation T0 
a Accumulated depreciation 10 
F2 Accumulated depreciation (10 + 10 + 10 ) 3() 

Ee Asset 40 
-717-12 | Asset 0 

7 Revaluation surplus 10 


y-12-12 Impairment loss expense 0) 
| Revaluation surplus 8 
| Accumulated impairment loss 


-D Calculation of revaluation surplus and depreciation on buildin 


Date Description Asset R. Surplus _ SOCI(P/L 
01/01/10 Cost 100 

31/1/10 Depreciation (100/10) (10) 

31/1/10 WDV 90 

31/12/11 Depreciation (10) 

31/12/11 WDY 80 

31/12/12 Depreciation (10) . 
3/1212 WDV 70 A 
31/1/12 Revaluation surplus (bal.) 20 20 

31/1/12 Revalued amount 90 20 

31/12/12 Impairment loss (bal.) (8) (8) 

31/12/12 Recoverable amount 82 12 
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ey js ICAP PAST PAPERS QUESTION 

Dominant Fertilizers has two plants. Following Information is available for the purpose of impairment 

testing: 

(i) The remaining useful life of both plants is expected to be 3 years. 

(ii) The fair values and written down values of the plants as on 31 December 2012 were as follows: 
Incremental 


selling cost 


(iii) | Expected cash flows from each plant in next 3 years are as follows: 


Annual inflows 


Annual outflows 
Sale proceeds at end of year 3 
Disposal costs at end of year 3 


(iv) Present value factor, based on a pre tax discount factor of 10%, for year 1, year 2 and year 3 are 
0.909, 0.826 and 0.751 respectively. 


Required: 

Compute impairment (if any) on each plant as on 31 December 2012. (11) 
{Spring 2013, O#5} 

Question-2 


On October 01, 2004 ARC Limited, in the course of improvement and enhancement of its production 
facility bought a plant having invoice value of Rs. 25 million for the production of its popular brand of 
electrical goods. Mr. Aslam, one of the directors, was assigned the duty of supervising the installation of 
the plant. Other information is given below: 

(a) A special trade discount of 25% was allowed by the supplier due to efforts of the agent involved 


in the deal, who had close association with Mr. Aslam. Normally the supplier allows only 10% 
trade discount to his customers. 


(b) The following costs were incurred on site preparation: 
Rs. in '000' 
i. Salary of civil engineers and labour 1,200 
ii, Civil and electrical work (refer (c) below) 2,800 
iii, Electrical item received from the company's own production department 
at cost plus 10% profit (similar items are sold to customers at cost plus 330 
30% profit) 
iv. Remuneration of employces during site preparation 600 
(c) Civil and electrical work includes cost of certain instruments amounting to Rs. 150,000, which 


were poorly handled by the workers and were totally damaged. Now they carry no value. 


(d) On January 01, 2005 test run was started and successfully completed on January 31, 2005 at 3 
cost of Rs. 550,000. The sale proceeds of test production were Rs. 320.000 
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The company is presently obliged to dismantle plant at end of life and present value of 
e) dismantling cost is Rs. 250. l os 

The plant went into normal production from February 01, 2005 and attained 45% capacity uring 
() the period ended on June 30, 2005. The company, at this stage, discovered that the actual capacity 

of the plant is about 85% of the capacity declared by the supplier. The matter was discussed with 


the supplier and his agent. The agent finally agreed to pay a compensation of 3% on invoice value 
and issued his credit note to this effect on J une 30, 2005, 


The company accounts for its assets under cost. m 
Rs. 21 million as the fair value of the plant. 
following expenditure will have to be incurred: 


odel and on June 30, 2005 it estimated 
It is further estimated that in case of disposal the 


Rs. ‘000’ 
- Cost of transportation 100 
- Terminal benefits of labour to be laid off 300 
- Legal costs 160 
- Stamp duty a 
() Depreciation is to be charged at 10% on straight-line basis from the commencement of normal 
production. 
Required: 


Calculate the following, also submit your explanation if necessary: 
(a) Initial recognition of the cost of plant. 


(05) 
(bt) Impairment loss, if any, as at June 30, 2005 and accounting treatment thereof. (06) 
{Autumn 2005, Q# 2} 

QUESTION-3 


Scientific Pharma Limited (SPL 
its plants suffered a major break 


Was estimated to have a recoverable a 
Other related information is as under: 


(i) The Plant was imported at FOB price of US$ 800,000. The payment was made at the time of 
shipment on July 1, 2005 at Rs. 52 per US$. Other charges including installation cost amounted 
to Rs. 7 million. Installation of the plant was completed on December 31, 2005 and commercial 

i Production commenced from April 1, 2006. a 

© company uses straight line method of deprecation. Depreciation is charged from the month 
the asset is available for use upto the month prior to disposal. At the time of purchase, the 
“stimated useful life of the plant was estimated at 15 years whereas the salvage value was 
qi timated at Rs. 2.0 million, 
ased on the report of a professional independent valuer, the plant was revalued onJuly 1, 2019 

(iv) at Rs. 45 million. There was however, no change in estimated useful life of the plant. 

(v) T € factory remained closed from April 1, to June 30, 2012 due to law and order situation. 

Requireg. salvage value has not changed since it was first estimated at the time of purchase. 

hare 


mount of Rs. 19,277,000 at June 30, 2015. 


*Scounting entries for the year ended June 30, 2015. Give all the necessary calculations. (20) 


fAutumn-10, Q.2} 
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ounsmons Hle 
a draft financial statements of Barbary Cement Limited (BCI 
h December 2020 include a plant having a carrying value of Rs. 400 mi 
change, the remaining useful life of the plant has been reduced to 4 years. 


Following information has been gathered for impairment testing of the plant 

(i) Inflows from sale of product to be manufactured by the plant for the year 2021 are estimated at 
Rs. 200 million. These inflows are subject to 10% decrease 1n each subsequent year due to 
declining demand. 

ii) Outflows from operational cost for 20 
increase by 5% in each subsequent year 
plant’s wear and tear. 

(iii) BCL’s net profit is subject to income tax 0 

(iv) Depreciation on plant is calculated using straig 

(v) The plant’s net disposal proceeds at the end of the use 

(vi) Pre-tax and post-tax discount rates are 12% and 9.6% per annum respectively. 

(vii) A technologically advanced plant with similar capacity can be purchased at Rs. 350 million. BCL 
has received an offer to buy the existing plant for Rs. 250 million. BCL will have to incur 


shipping cost of Rs. 7 million, to dispatch the existing plant to the purchaser. 


L) for the year ended 
Ilion. Due to technological 


t Rs. 80 million. These outflow would 


21 are estimated a À : $ 
demand due to inflation and increase in 


despite decline in 


f 20%. 
ht line method. 
ful life is estimated at Rs. 100 million. 


Required: 


Compute the impairment loss to be recognised (07) 


as at 31 December 2020. 
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aa 


ICAP PAST PAPERS SOLUTIONS 


nswercd 
— P-1 P-2 
airment loss i 
ing amoun 220 160 
aroverabl amount (Higher of) P-1 P-2 
value in use (W-1) 238.19 126.71 
fair value less cost to sell (W-2) 203 146 (238,19) (146) 
Impairment a 14 
WORKINGS 
y-1) Value in Use 
Pl = AIO ae RR ET r e $105 = UB 2) 0.951 = 238.19 
Bs R 
pl =  (105-11)x [1-0.1] Ld 3+- x = 238.19 
P2 = (55 — 5) x 0.909 + (55 — 5) x 0.826 + (55 — 5 + 3 — 1) x0.751 = 126.71 
a r OR 
P2 = (55-5) x [1-1.1)°] + (3-1) x (1.1) = 126.71 
0.1 
(W-2) 
P-1 P-2 
____Rsin million _ 
Fair value less cost to sell (210 — 7) : (150 — 4) 203.00 146.00 
Answer-2 
(a) Cost of plant is calculated as below: 
Rs. ‘000’ 
Invoice value 25,000 
Less: Trade discount @ 25% (6,250) 
Salary of civil engineer pa 
Civil & electrical work, (2,800 -150) 2,650 
Cost of electrical items (330/110 x 100) 300 
emuneration 600 
nal production cost net of sale proceeds. of prototype/sample (550 — 320) 230 i 
Cost of dismantling 
Less: Compensation (2,500 x 3%) peers 2 
Total 23,330 
b) c : po 
alculat f rment loss 
sllsscvingdmoans -< = [23,330 - (23,330 x 10%) x 5/12] 22,358 


“Coverable amount (Higher of) 


Value in use Not available 


; 20,750 20,750 
Fair value less cost to sell SS ee 
lies 1,608 

Pairment loss 


a e as ae 
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a a gs kD ee ee ee eee 
WORKINGS 


(We) Calculation of fair value less cost to sell 


Rs. ‘000° Rs. “009 
Fair market value 


21,000 
Less: legal costs 100 
` Stamp duty i 50 
Transportation cost 100 250 
Net selling price 20,750 


. ` . Bir $ . . Dure a 
Note: Termination benefits are ignored as it is not a part of cost to sell. As dismantling cost is already 
included as a part of cost of asset so it is ignored in “fair value less cost to sell” calculation. 


Answer-3 
Scientific Pharma 
Entries 


Rs in ‘000° 


Bank 
Repair incurred 


Depreciation expense (45,000 — 2,000)/10.5 (W-3) 4,095 
Accumulated depreciation 4,095 
Calculation of depreciation for the year 
Revaluation surplus ((W-3) 10,380/10.5) 989 


Retained earnings 
Transfer of revaluation surplus for the year 


Revaluation surplus (W-4) 5,297 
Accumulated impairment loss 5,297 
Recording of impairment loss i 


(W-1) Cost of asset ` 
FOB price (800 x 52) 41,600 
Installation cost 7,000 


48,600 
(W-2) WDV of asset on date of revaluation on 30.06.10 


Number of years used till revaluation date 


(1-1-2006 to 30-6-10) 4.5 Years, 
Cost 48,600 
Accumulated depreciation on 30.6.10 ((W-1) 48,600 — 2,000)/15 x 4.5) (13,980) 
34,620 
W- ulation of WDY on 30,6,2015 
Rev. 
Plant _ Sur 
1/7/10 WDV on the date of revaluation (W-2) 34,620 
1/7/10 Revaluation surplus (bal,) 10,380 10,380. 
1/7/10 Revalued amount 45,000 10,380 
1/7/10-30/6/15 Less; Accumulated Dep (20,476) (4,943) 
(45,000-2,000)/10.5x5):(10,380/10.5x5) T 
30/6/15 WDV zs _ BE 
Remaining life on date of revaluation (15 -= 4,5) Ve 
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gates 


4 Calculation of impairment loss 
y Je amount 


erab 19,227 
V 

eet on 30.6.2015 (24,524) 
j 5,297 


impairment loss is less than revaluation surplus, therefore whole of loss will be debited to revaluation 
jus account instead of SOCI. 
os following table is not a part of solution. It is only prepared for understanding that how revaluation 
surplus will be shifted on yearly basis to retained earnings. The difference between this table and (W-3) is 


ihat this table shows each year depreciation charge separately. The results of this table and (W-3) are 
same with a difference of 2 due to decimals. 


Rev. . 
Plant Sur. 
nno WDV 34,620 
y/10 Revaluation surplus (bal.) : 10,380 10,380 
1/1/10 | Revalued amount 45,000 10,380 
30/6/11 Depreciation (45,000 — 2,000/10.5) : (10,380/10.5) (4,095) (989) 
30/6/11 WDV 40,905 9,391 
30/6/12 Depreciation (45,000 — 2,000/10.5) : (10,3 80/10.5) (4,095) (989) ' 
30/6/12 WDV 36,810 8,402 | 
30/6/13 Depreciation (45,000 — 2,000/10.5) : (10,380/10.5) (4,095) (989) 
30/6/13. WDV 32,715 7,413 
30/6/14 Depreciation (45,000 — 2,000/10.5) : (10,380/10.5) (4,095) (989) 
30/6/14 WDY 28,620 6,424 
30/6/15 Depreciation (45,000 — 2,000/10.5) : (10,380/10.5) (4,095) (989) 
30/6/15 WDV 24,525 5,435 
Answer-4 
i -36 Rs. in million 

Book value 400 
Recoverable amount is higher of: 

Fair value less cost to sell (250 - 7) 243 

Value in use (W-1) _ 334334 
Impairment loss Perens |: ar 
W.1 yo . 
e a T a T A A 
lOutiows from operations. | ows from operations , | (80 sa) | 68 | 3) [| 
Tu on profit TRA ee eee 


pres ‘ation 


os ON | 
N . 
Netashfows ~ 
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CHAPTER-4 IAS 36: IMPAIRMENT OF ASSET 


ICAP QUESTION BANK QUESTION 
Question-1 


Aba Limited conducts its activities from two properties, a head office in the city centre and a Property in 
the countryside where staff training is conducted, Both properties were acquired on | April 2013 and ha 
estimated lives of 25 years with no residual value, The company has a policy of carrying its land an d 
buildings at current values, However, until recently property prices had not changed for so 


: À me years, On 
October 2015 the properties were revalued by a firm of surveyors. Details of this and the original Costs 


are: 
Land Buildin 5 
Head office —cost 1 April 2013 500,000 1,200,000 
— revalued | October 2015 700,000 1,350,000 
Training premises —cost | April 2013 300,000 900,000 
—revalued 1 October 2015 350,000 600,000 


The fall in the value of the training premises is due mainly to damage done by the use of heavy equipment 
during training. The surveyors have also reported that the expected life of the training Property in its 
current use will only be a further 10 years from the date of valuation. The estimated life of the head Office 
remained unaltered, i 

Note: Aba Limited treats its land and its buildings as separate assets. Depreciation is based on the. 
straight-line method from the date of purchase or subsequent revaluation. 


Required 

Prepare extracts of the financial statements of Aba Limited in respect of the above properties for the year 
to 31 March 2016. (ICAP Example 1) 
Question-2 


Sky-Line Limited (SL) operates a 4 Star Hotel facility in Murree. The hotel was constructed at a cost of 
Rs.300 million, 5 years back and it is depreciated on a straight-line basis (total useful life of 15 years and 
residual value of 20%). There are indications that the property is not performing as expected due to; 

(a) opening of a competing hotel nearby, 


(b) a significant drop in number of tourists to the area because of terrorism. 


There is a 40% probability that the hotel will generate net cash flows of Rs.40 million per annum and 
60% probability that the cash flows would only be Rs.20 million per annum, 


The property’s net operating income is Rs.30 million which is at the rate of 15%. 5% of the proceeds 
from sale would be expended in closing the deal. 
Required: 


Calculate the impairment loss if the appropriate discount rate is 10%, 


(ICAP Example 3) 
Question-3 


Premier Limited (PL) owns a plant which has a carrying amount of Rs.248 million asat 1 April 2019. It i 
being depreciated at 12⁄2% per annum on a reducing balance basis, 


The plant is used to manufacture a specific product which has been suffering a decline in sales due t0 
obsolescence, 


PL has estimated that the plant will be retired from use on 31 March 2023 
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pie : 
Bs 
+ nated net cash flows from the use of the plant and their present values are: 
os Net cashflows Presentvalues 
Rs, In million 


arto 31 March 2021 120 109.2 
a to3l March 2022 80 66.4 4 
m to 31 March 2023 52 39 
= 252 214.6 
i April 2020, PL had an alternative offer from the competitor to purchase the plant for Rs.200million. 
iy 
gequired: , , | l 
calculate the impairment ‘oss. (ICAP Example 4) 
yestion-4 


Naveed Limited has an item of plant which has a carrying value of Rs.1,800,004 as atthe end of the year 
December 2020, It has undergone an impairment review and the following estimates were produced: 
fair value of plant = Rs.1,400,000 Costs to 


sell 2% of selling price 


Revenue and associated costs per annum for remaining useful life:(assume all cash 
flows occur at the end of the year), 


Revenue Costs 


21 Rs.960,000 : Rs.240,000 
1022 Rs.880,000 Rs.220,000 
103 Rs.700,000 Rs.290,000 


The plant has an estimated residual value of Rs.50,000. 


Adiscount rate of 10% is applicable to investments equivalent in risk to this plant. 
Required: 


Calculate the impairment loss if the appropriate discount rate is 10%. (ICAP Example 5) 
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ICAP QUESTION BANK SOLUTIONS 


Answer-1 
ABA Limited 
Statement of Financial Position (Extracts) 
as on March 31, 2016 


Capital and liabilities Rs. 
Equity 
Revaluation Surplus 
° Head office (200,000 (W-1) + 264,000 (W-2)) 464,000 
e Training premises (W-3) 50,000 
514,000 
Assets 
Non-Current Assets 
Property, Plant and Equipment 
o Head office (700,000 (W-1) + 1,320,000 (W-2)) 2,020,000 
e Training premises (350,000 (W-3) + 570,000 (W-4)) 920,000 
2,940,000 
ABA Limited 
Statement of Comprehensive Income (Extracts) 
for the year ended March 31, 2016 
Expenses: 
Depreciation . 
° Head office (W-2) (24,000 + 30,000) 54,000 
o Training premises (W-4) (18,000 + 30,000) a 
102,000 
Revaluation Loss 
210,000 


o Training premises (W-4) 
(W-1) Head Office - Land 


Date Description Land 
Asset R. Surplus 
30/9/15 WDV 500.000 
1/10/15 Revaluation surplus (bal.) 200,000 200,000 
éa 4 = ———— 
1/10/15 Revalued Amount 700.000 200,000 
5 - 4 


(W-2): Head Office Building 


Date _Description Building R. Surplus SOCI(P/L) 


1/4/13 Cost 

1,200,000 
31/3/15 Depreciation (1,200,000/25) x 2 ( ) 
31/3/15 WDV aot 
30/9/15 Depreciation (1,200,000/25) x 6/12 (24,000) 
30/9/15 WDV ee 
1/10/15 Revaluation surplus (bal.) 270,000 270,000 
1/10/15 Revalued amount 1,350,000 270,000 
31/3/16 Depreciation ((1,359,000/22.5) x 6/12) (30,000) (6,000) 


((270,000/22.5) x 6/12) 


31/3/16 WDV ae 
1,320,000 264,000 —— 
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Aw) Training premises: Land 


Description 


— Asset R. Surplus 
30/0/15 WDY 300,000 


1/10/15 Revaluation surplus (bal.) 


50,000 50,000 
1/10/15 Revalued Amount 350,000 50,000 
w-4) Training premises - Building | 
Date Description Building __R. Surplus SOCI(P/L) l 
1/4/13 Cost 900,000 i 
31/3/15 Depreciation (900,000/25) x 2 (72,000) 
31/3/15 WDV 828,000 | 
30/9/15 Depreciation (900,000/25) x 6/12 (18,000) | 
30/9/15 WDV 810,000 ° 
30/9/15 Revaluation Loss (bal.) (210,000) (210,000) 
30/9/15 Revalued Amount 600,000 , (210,000) 
31/3/16 Depreciation (600,000/10) x 6/12 ; (210,000/10) x 6/12 30,000 10,500 
31/3/16 WDV 570,000 - 199,500 
Answer-2 
Carrying value of asset = Rs.300 million — [5 x (300 - 60) / 15 years] 


= Rs.220 million 
Recoverable amount is the higher of fair value less cost to sell and value is use 


Fair value less cost to sell = Net operating income / capitalization rate (since no active market) x 
(1 - disposal process) 


= Rs.30 m / 15% =200 million 
= Rs.200 million — 200 million (5%)=190 million 


Value in use = Present value of net cash flows discounted at 10% for 10 years 
= (Rs.40 m x 0.4 + Rs.20 m x 0.6) x [1- (1.10)-10]/ 10%] 
= Rs.28 m x 6.145 


= Rs.172 m 
Recoverable amount = Rs.190 million 
Impairment loss = Rs.30 million 
Answer-3 
At31 March 2021 


Recoverable amount is the higher of value in use [PV of future net cash flows (Rs.214.6 million) and fair 
Value less costs of disposal (Rs.200 million)]. 


Carrying amount = Rs,217 million [248 m — (248 m x 12'5%)] Impairment loss = 
arrying amount — Recoverable amount 


= Rs.217 million — Rs.214.6 million 
=Rs.2.4 million 
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Answer-4 


Residual Value (50,000 x 0.751) = 37,566 
Value in use = 654,545 + 545,457 + 308,037 + 37,566 = Rs.1,545,605 
Fair value less cost to sell = Rs.1,400,000 — 2% of Rs.1.4 million = Rs.1,372,000 Recoverable 
amount = Rs. 1,545,605 
_ Carrying value = Rs.1,800,000 
Impairment loss = Rs.254,395 
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IAS 36: IMPAIRMENT OF ASSET 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 


ifthe fair value less costs to sell cannot be determined 

(a) The asset is not impaired, 

(b) The recoverable amount is the valuc-in-use. 

(c) The net realizable value is used. 

(d) The carrying value of the asset remains the same. 


Which TWO of the féllowing could be an indication that an asset may be impaired according to 
IAS 36 Impairment of Assets? 


(a) Decrease in market interest rates 

(b) Increase in market values for the asset 

(c) Damage caused to the asset 

(d) Management intention to reorganise the business 


IAS 36 Impairment of Assets contains a number of examples of internal and external events 
which may indicate the impairment of an asset. 


In accordance with IAS 36, which of the following would definitely NOT be an indicator of the 
potential impairment of an asset (or group of assets)? 


(a) An unexpected fall in the market value of one or more assets 
(b) Adverse changes in the economic performance of one or more assets 


(c) A significant change in the technological environment in which an asset is employed 
making its software effectively obsolete 


(d) The carrying amount of an entity’s net assets being below the entity’s market 
capitalisation 


A fire at the factory on 1 October 2016 damaged the machine, leaving it with a lower operating 

capacity. The accountant considers that entity will need to recognise an impairment loss in 

relation to this damage. The accountant has ascertained the following information at | October 

2016: 

. The carrying amount of the machine is Rs.60,750. 

: An equivalent new machine would cost Rs.90,000. 

. The machine could be sold in its current condition for a gross amount of Rs.45,000. 
Dismantling costs would amount to Rs.2,000. 

: In its current condition, the machine could operate for three more years which gives it a 
value in use figure of Rs.38,685. 

What is the total impairment loss associated with the above machine at | October 2016? 

(a)  Rs.nil (b)  Rs.17,750 


(c)  Rs.22,065 (d)  Rs.15,750 
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Q.5 


Q.6 


Q.7 


Q.8 


Q.9 


Q.10 


Which of the following is NOT an indicator of impairment? 

(a) Advances in the technological environment in which an asset is employed have an 
adverse impact on its future use. 

(b) An increase in interest rates which increases the discount rate an entity uses, 

(c) The carrying amount of an entity’s net assets is higher than the entity’s number of shares 
in issue multiplied by its share price. 

(d) The estimated net realisable value of inventory has been reduced due to fire damage 
although this value is greater than its carrying amount. 

Cost of disposal are 

(a) Incremental costs, directly attributable to the disposal of an asset, excluding finance costs 
and income tax expense 

(b) Incremental costs, directly attributable to the disposal of an asset, plus finance costs, but 
excluding income tax expense 

(c) Incremental costs, directly attributable to the disposal of an asset, plus finance costs and 
income tax expense 

(d) Incremental costs, directly attributable to the disposal of an asset, plus tax expense, but 
excluding finance costs 

An asset is impaired if: 

(a) Its carrying amount equals the amount to be recovered through use (or sale) of the asset 

(b) Its carrying amount exceeds the amount to be recovered through use (or sale) of the asset 

(c) The amount to be recovered through use (or sale) of the asset exceeds its carrying amount 

(d) If it has been damaged 

Value in use is: 

(a) The market value 

(b) The discounted present value of future cash flows arising from use of the asset and from 
its disposal. 

(c) The higher of an asset’s fair value less cost to sell and its market value. 

(d) The amount at which an asset is recognized in the statement of financial position. 

IAS 36 applied to which of the following assets: 

(a) Inventories. 

(b) Financial assets including property plant and equipment and intangible assets 

(c) Assets held for sale. 

(d) Property, plant, and equipment and intangible assets 

In accordance with IAS 36 Impairment of Assets which of the following statements are true? 

l. An impairment review must be carried out annually on all intangible assets. 

2, If the fair value less costs to sell of an asset exceed the carrying amount there is no need 
to calculate a value in use. 

3. Impairment is charged to the statement of profit or loss unless it reverses a gain that has 
been recognised in equity in which case it is offset against the revaluation surplus. 

(a) All three (b) l and 2 only 

(c) | and 3 only (d) 2 & 3 only 
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2 


14 


What is the recoverable amount of an asset? 

(a) Tts current market value less costs of disposal 

(b) The lower of carrying amount and value in use 

(c) The higher of fair value less costs of disposal and value in use 

(d) The higher of carrying amount and market value 

A machine has a carrying amount of Rs. 85 0,000 at the year end of 31 March 2019. Its market 
value is Rs. 780,000 and costs of disposal are estimated at Rs. 25,000. A new machine would cost 
Rs. 1,500,000. The company which owns the machine expects it to produce net cash flows of 


Rs.300,000 per annum for the next three years. The company has a cost of capital of 8%. 


What is the impairment loss on the machine to be recognised in the financial statements at 31 
March 


(a) Rs.76,870 (b) Rs.95,000 


(c)  Rs.1,66,700 (d) Rs.220,000 
IAS 36 Impairment of Assets suggests how indications of im 
Which TWO of the followin 
may be impaired? 


pairment might be recognised. 
g would be external indicators that one or more of an entity's assets 


(a) An unusually significant fall in the market value of one or more assets 
(b) Evidence of obsolescence of one or more assets 
(c) A decline in the economic performance of one or more assets 


(d) An increase in market interest rates used to calculate value in use of the assets 


The following information relates to an item of plant. 
e 


Its carrying amount in the statement of the financial position is Rs. 3 million. 


The company has received an offer of Rs. 2 
interested in buying the plant. 


° -7 million from a company in Karachi 


The present value of the estimated cash 


flows from continued use of the plant is Rs. 2.6 
million. 


The estimated cost of transport the plant to Karachi is Rs. 50,000. 

What is the amount of the impairment loss that should be recognised on the plant? 
(@)  Rs.300,000 : (b)  Rs.400,000 

(€)  Rs.350,000 (d) — Rs.250,000 


When calculating the estimates of the future cash flows, which of the following cash flows should 
not be included? 


(a) Cash flows from disposal. 

(b) Income tax payments. 

(c) Cash flows from the sale of assets produced by the asset. 
(d) 


Cash outflows on the maintenance of the asset. 
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Q.16 The following information relates to three assets held by a company: 


PRR 
Carryingamount, O o o ë | 200 | 10 | 3% 
Fair value less cost to sell 
What is the total impairment loss? 
Rs. 
Q.17 The following information relates to four assets held by the company: 


aera ne ee ae 

Ooo y yųăųúO S Rei 

240 

[Fair value less coststosell S| 180 | 80 f| 140 | 6 | 

Coo a o i Pea 

What is the total impairment loss? 
Rs. 

Q.18 A vehicle was involved in an accident exactly halfway through the year. The vehicle cost Rs.10 
million and had a remaining life of 10 years at the start of the year. Following the accident, the 
expected present value of cash flows associated with the vehicle was Rs.3.4 million and the fair 
value less costs to sell was Rs.6.5 million. 

What is the recoverable amount of the vehicle following the accident? 
Rs. 

Q.19 Radium Limited (RL) acquired a non-current asset on 1 October 2019 at a cost of Rs.100 million 
which had a useful life of ten years and a nil residual value. The asset had been correctly 
depreciated up to 30 September 2024. 

At that date the asset was damaged and an impairment review was performed. On 30 September 
2024, the fair value of the asset less costs to sell was Rs.30 million and the expected future cash 
flows were Rs.8.5 million per annum for the next five years. 

The current cost of capital is 10% and a five year annuity of Rs.1 per annum at 10% would have a 
present value of Rs.3.79. 

What amount would be charged to profit or loss for the impairment of this asset for the year 
ended 30 September 2024? 

Rs. 

Q.20 Metal Limited (ML) owns an item of plant which has a carrying amount of Rs. 248 million as at l 

April 2013. It is being depreciated at 12.5% per annum on a reducing balance basis. 

The plant is used to manufacture a specific product which has been suffering a slow decline in 

sales. ML has estimated that the plant will be retired from use on 31 March 2017. 

The estimated net cash flows from the use of the plant and their present values are: 


Net cash flows Present values 
Rs.000 Rs.000 
Year to 3! March 2015 120,000 109,200 
Year to 31 March 2016 80,000 66,400 
Year to 31 March 2017 52,000 39,000 
252,000 214,600 


On | April 2014, Metric had an offer from a rival to purchase the plant for Rs. 200 million At what value 


should the plant appear in Metric’s statement of financial position as at 31 March 2014? 
Rs, 
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j IAS 36: IMPAIRMENT OF ASSET 

TER- 

ME E 
Which of the following is covered by IAS 36 - Impairment? 

Qu (a) Non-current assets held for sale (b) 


(c) Investment property carried at fair value 
(d) Inventories 


n Which of the following is not covered by IAS 36 
j (a) Goodwill (b) Investment property carried at cost 
(c) Investment property carried at fair value 
(d) Intangible assets 
Q23 When should an impairment loss be recognised? 
(a) Immediately (b) Over a number of accounting periods 
(c) . At management’s discretion 


(d) When requested by the entity’s auditors 
Q.24 Value in use is? 


Investment property carried at cost 


- Impairment? 


(a) The undiscounted present value of 
use of asset, and from its disposal at 
(b) The undiscounted future value of Pp 


use of asset, and from its disposal at the end of its useful life, 
(c) The discounted present value of future cash flows expected to arise from continuing use 
of asset, and from its disposal at the end of its useful life, 

(d) The discounted present value of historical cash flows expected to arise from continuing 

use Of asset, and from its disposal at the end of its useful life, 

25 Which of the following element is not considered while computing value in use? 
B 
(a) expectations about possible variations in the a 
(b) the time value of money, 


(c) the price for bearing the 
(d) 


future cash flows expected 
the end of its useful life. 


resent cash flows expected to arise from continuing 


to arise from continuing 


mount or timing of those future cash flows 
represented by the current market risk-free rate of interest 


uncertainty inherent in the asset 
estimated future restructuring cost 


Q26 In measuring value in use, the discount rate used for discounting the cash flows should be the? 
(a) Pre-tax rate that reflects the market assessment of time value of money and risks specific 
to the asset l 
(b) Pre-tax rate that reflects the market assessment of time value of money and risks specific 
to the entity’s competitors 
(c) Post-tax rate that reflects the entity’s assessment of lime value of money and risks 
Specific to the asset 
(d) Pre-tax rate that reflects the entity’s assessment of time value of money and risks specific 
to the asset 
Q27 When the recoverable amount of an asset is less than its carrying value in the Statement of 
Financial Position, the asset is? 
(a) in a revaluation deficit (b) Flawed 
(c) In negative equity (d) Impaired 
Q28 Which of the following is an internal indication of impairment? 
(a) = Decline in market value 
(b) Worse economic performance than expected 
(c) Increase in market interest rates (d) Technological obsolescence 
356 
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Q.29 Which of the following is an external indication of impairment? 
(a) Physical damage 
(b) Worse economic performance than expected 
(c) Increase in market interest rates 
(d) Asset is part of a restructuring program 
Q.30 Under IAS 36, what is the recoverable amount of an asset? 


(a) The lower of its cost and net realisable value 

(b) The higher of fair value less costs of disposal and value in use 

(c) The lower of net present value and cost 

(d) The higher of net present value and cost 
Q.31 Which of the following is not permitted as a cost to sell under IAS 36? 

(a) Cost to dismantle machine (b) Auctioneers fees 

(c) Standard wages for employees (d) Transport costs for machine 
Q.32 If the fair value less costs to sell for an asset cannot be determined, then recoverable amount is 

its? l 

(a) Market value (b) Fair value 

(c) Value in use (d) Replacement value 

ce of an asset's fair value less costs to sell? 


Q.33 Which ofthe following is the best eviden 
(a) The carrying value of the asset 
(b) The price in a binding sale agreement 


(c) The disposal value of the asset in an arm's length transaction 


(d) An asset that is traded in an active market 
Q.34 When calculating the estimates of future cash flows which of the following cash flows should not 
be included? 
(a) Cash out flows on the maintenance of the asset 
(b) Cash flows from disposal 
(c) Cash flows from the sale of inventory produced by the asset 
(d) Benefits from future restructuring 
Q.35 Which of the following future cash flows should NOT be included in the calculation of value in 
use of an asset? 
(a) Cash flows on maintaining the asset’s performance 
(b) Cash flows on enhancing the asset’s performance 
(c) Cash flows from continuing use of the asset 
(d) Cash flows from disposal of the asset 
Q.36 When an impairment review is carried out, an impaired asset is measured at: 
(a) fair value less cost to sell (b) value in use 
(c) cost (d) recoverable amount 
Q.37 Which ofthe following would be an external indicator that an asset of an entity may be impaired? 
(a) Increase in central bank discount rates 
(b) Decline in economic performance of an asset 
(c) Physical obsolescence of an asset 
(d) Future restructuring plan of an asset 
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CHAPTER JAS 36: IMPAIRMENT OF ASSET 
Q38 yia t following is NOT a measurement base for Assets as referred in the Conceptual 
rr. 
(a) Value in use (b) Fulfilment value 
(c) Current cost (d) Fair value 
Q39 Sal = eee a of Assets, if the fair value less costs to sell of an asset cannot be 
(a) the asset is not impaired 
(b) the recoverable amount is the value in use 
(c) the net realizable value is used 
(d) the carrying value of the asset remains the same 
Q.40 i ie oe os following would be external indicators that one or more of an entity's assets 
may l È 
(a) A n unusually. significant fall in the market value of one or more assets 
(b) Evidence of obsolescence of one or more assets 
(c) A decline in the economic performance of one or more assets 
(d) An increase in market interest rates used to calculate value in use of the assets 
Q.41 Wie of the eeWwing future cash flows should NOT be included in the calculation of value in 
use of an asset’? 
£ (a) Cash flows from disposal 
(b) Income tax payments 
(c) Cash flows from the sale of inventory produced by the asset 
(d) Cash outflows on the maintenance of the asset __ 
Q.42 A plant has a carrying amount of Rs. 1,500,000 as at 31 December 2019. Its fair value is Rs. 
900,000 and costs of disposal are estimated at Rs. 50,000. A new plant would cost Rs. 2,500,000. 
Cash flows from the plant for the next four years are estimated at Rs. 350,000 per annum. 
Applicable discount rate is 10%. 
What is the approximate impairment loss on the plant to be recognised in the financial statements 
as at 31 December 2019? 
(a) Rs. 650,000 (b) Rs, 390,000 
(c) Rs. 1,000,000 (d) Nil 
Q.43 In measuring value in use, the discount rate used for discounting the cash flows should be the: 
(a) pre-tax rate that reflects the market assessment of time value of money and risks specific 
to the asset 
(b) pre-tax rate that reflects the market assessment of time value of money and risks specific 
to the entity . i 
(c) post-tax rate that reflects the enlity’s assessment of time value of money and risks 
specific to the asset . ; i eo 
(d) pre-tax rate that reflects the entity’s assessment of time value of money and risks specitic 
to the asset 
358 
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ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTIONS 


A1 (b) The recoverable amount is higher of value in use and fair value less cost to sell and in 
case fair value cannot be measured reliably, the recoverable amount is value in use, 

A.2 (c)&(d) A decrease in interest rates would reduce the discount applied to future cash flows in 
calculating the value in use, therefore increasing the value in use. An Increase in market 
values will lead to the asset value increasing rather than being impaired. 


A3 (d) The entity’s market capitalisation would not be reflected within the values on the 
Statement of financial position. 


A4 (b) 
Calculation of Impairment Loss Rs. Rs. 
Carrying Value (1.10.16 60750 
Recoverable Amount (Higher of) 
Fair Value less cost to sell (45,000 — 2,000) 43,000 
Value in use 38,685 43,000 
Impairment Loss 17,750 


AS (d) Although the estimated net realisable value is lower than it was (due to fire damage), the 
l entity will still make a profit on the inventory and thus it is not an indicator of 
impairment, 
A6 (a) Tax and finance costs are not cost of disposal, 
A7 (b) Asset may fot be impaired even after damage. Impairment loss is excess of carrying 
ammount over recoverable amount. 


A8 (b) This is definition of value in use 
A9 (d) (a), (b) and (c) are excluded from scope of IAS 36 as the prudence mechanism is already 
incorporated in the relevant standards of these items. 


A.10 (d) Item 1 is untrue. An annual im 


pairment review is only required for intangible assets with 
an indefinite life. 


A.11 (c) The higher of fair value less costs of disposal and value in use. 
A.12 (a) 


Calculation of Impairment Loss Rs. 
Carrying Value (31.3.19) 
Recoverable Amount (Higher of) 


Fair Value less cost to sell (780,000 — 25,000) 755,000 


Value in use 773,130 773,130 
300,000 (1.08)'+300,000 (1.08)?+300,000 (1.08)? 


Impairment Loss 


Rs. 
850,000 


76,870 


A.13 (a&d) The other options are internal indicators of impairment. 
A.14 (c) 


Calculation of Impairment Loss 
Carrying Value 
Recoverable Amount (Higher of) 


(2,700,000 - 


Fair Value less cost to sell 50,000) 


Value in use 
Impairment Loss 


— 
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(b) Cash flows related to taxations are ignored while calculating value in use. | 
a Rs.30 million 
A. 


A17 Rs.140 million 
60 + Nil + Nil +80 = Rs.140 million 
A.18 Rs. 6.5 million 


The recoverable amount of an asset is the higher of its value in 
value of future cash flows) and fair value less costs to sell. Th 


use (being the present 
erefore the recoverable 
amount is Rs.6.5 million. 


A19 = Rs.17.785 million 


Rs.m 
Cost 1 October 2019 100 
Depreciation (100 /10 x 5 years) . (50) 
Carrying amount i 50 
The recoverable amount is the hi 


gher of fair value less costs to sell (Rs.30 million) and 


the value in use (Rs.8.,5 x 3.79 = R3.32.215). Recoverable amount is therefore Rs.32.215. 


Rs. m 
Carrying amount 50 
Recoverable amount (32.215) 
Impairment to statement of profit or loss 17.785 


A.20 Rs.214,600,000 


Is the lower of its carryin 


g amount (Rs.217 million) and recoverable amount (Rs.214.6 
million) at 31 March 2015 - 


Recoverable amount is the higher of value in use (Rs.214.6 million) and fair value less 
costs to (Rs.200 million). 


Carrying amount = Rs.217 million (248 million — (248 million x 12.5%)) Value in use is 
based on present values = Rs.214.6 million 
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A.21 (b) 
A.22 (c) 
A.23 (a) 
A24 (c) 
A.25 (d) 
- A.26 (a) 
A.27 (d) 
A.28 (b) 
A.29 (c) 
A.30 (b) 
A.31 (c) 
A.32 (c) 
A.33 (b) 
.A.34 (d) 
A.35 (b) Cash flows on enhancing the asset’s performance 
A.36 (d) Recoverabl2 amount 
A.37 (a) Increase in central bank discount rates 
A.38 (b) Fulfilment value 
A.39 (b) the recoverable amount is the value in use 


A.40 (a) & (d) An unusually significant fall in the market value of one or more assets & An increase in 
| market interest rates used to calculate value in use of the assets 
| A.41 (b) Income tax payments 
| A.42 (b) Rs. 390,000 


A.43 (a) pre-tax rate that reflects the market assessment of time value of money and risks specific 
to the asset 


ee ene o ———— 
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5 STATEMENT OF CHANGES IN EQUITY 
pE- 


A change in equity is simply the increase or decrease in the net assets of the equity. 
The statement of changes in equity Stparates owner a 


nd non-owner changes in equity in the 
following manner: 
r Transactions with owners: and 
ry Non 


-owner changes in equity, referred to as total comprehensive income. 
SIP ARATION OF FINANCIAL STATEMENTS 

IAS 1 prescribes the basis for presentation of financial statements for the comparability of 
company’s financial position to Inst year’s performance or with other entities. It sets the 
requirement, guidelines for structure an 


d presentation for the Preparation of following statements 
Complete set of financial 


statements consists of: 
(i) a statement of financial position (balance sheet) as at the end of the period; 
(ii) a statement of comprehensive income for the period: 
(iti) i statement of changes in equity far the per 


iod; 
(iv) a satomoni of cash flows for the porod 


(x) nates to the Grnancial statements 


Notes to these statements, ComMIsGnE of a summary of significant accounting policies 
used by the ¢ Naty and other explanatory Information: 
Note: ( Omparative information also form part of the financial statements. 

IAS 1 Presentation of P 


itancial Statemetrnts 


(ij npooihies what Published 'ponoral purpose” financial statements should include, and 

{ii} provides à formar for a statement of financial position, statement of comprehensive 
income, and Slitemoent of ¢ Hatpes in equity 

OI PURPOSE AN JIMPORTANCY 

Statement Of chanpes in equity 

(i) helps user: of financial Matetent to identify the factors that cause a Change in the owners’ 
egui Over the nOooUNTNE penads 

(i) tells the users: about the status of owner's equity at the beginning of the financial Period, 
how at has Chanped during the year and the status of equity at the end of the Period, - 

i  movide heights about the effects of business Operations and related factors on the Wealth 
of the DATES ay estod in the business 

Eiamples Of the information provided ip the statement of chanpes in equity include: 

(i) hare capital iesue and 

tn) redemption during the period, 

(ni) the effects, of changes in accounting policies and correction of prior period errors, 

tv) guins and losses recognised outside profit or loss, 

O) dividends and 

1) bonus shares issued during the period. 

Ma 
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LO 4: ELEMENTS OF STATEMENT OF CHANGES IN EQUITY 
A statement of changes in equity shows for each component of equity the amount at the 
beginningof the period, changes during the period, and its amount at the end of the period that 
includes: 


A). Transactions with owners 
The detail of transactions with owners is as under: 


Share capital 

Share premium 

Redemption 

Dividend 

Bonus shares 

Right issue 

(i) Share capital 
Share capital is the sum of all funds raised by the company in the form of ordinary shares 
and preference shares. Preference shares confer preferential rights for their holders such 
entitlement to a dividend out of profits before ordinary shareholders. Once the preference 
dividend has been paid, the remaining profit ‘belongs’ to the ordinary sharcholders at thc 
discretion of the board of directors of the company. The directors may decide to retain 
some profits (retained earnings) within the company or declare the dividend. 


Types of Share Capital 

Following are the different types of share capital: 

(a) Authorized Share Capital 
It is the maximum amount of share capital that a company is authorized to raise. 
A company does not usually issue the full amount of its authorized share capital. 
Instead, some of it is held in reserve by the company for possible future use. 


(b) Issued Share Capital 
A company may elect to only issue a portion of the total share capital with the 
plan of issuing more shares at a later date. Issued share capital is the total value 
of the shares a company sells. The issued share capital of a company is the par 

value of the shares that have actually been issued to shareholders. 

(c) Subscribed Share Capital 
When a company issues its authorised share capital, some part of it may not be 
subscribed by the investors. Subscribed share capital is the monetary value of all 
the shares that the investors have committed to buy. 

(d) Paid up Share Capital 
Paid-up share capital is the amount of money a company has received from 
shareholders in exchange for its shares. 

(ii) - Preference Shares 

Preference shares are of two types: redeemable and irredeemable. Only jrredeema 

preference shares are treated as share capital. 

Reddéemable Preference shares which the company is entitled to redeem in future 

treated as non-current liabilities 


ble 


are 


(iii) Share premium 
The difference between the par value of a company’s shares and the total 
company received for shares is called Share premium. 


Example: if a Rs.10 share is sold for Rs.12 then Rs.2 is the share premium. 


amount a 


— 
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(iv) Redemption l 


It is the reacquisitions of the entity’s own equity instruments. A company may redeem its 
shares for a number of reasons such as to buy out certain shareholders or to provide an 
exit strategy to a third party investor. 


Example: A company buy back (purchase) its own 50,000 shares. Face value of shares is 


Rs. 19 each. Pass the journal entry of this transaction under following independent 
scenarios: 


(a) Purchase is made at par / face value; 
(b) Purchase is made at Rs. 15 per share (i.e., at a premium of Rs. 5 per share); 
(c) Purchase is made at Rs. 8 per share (i.e., at a discount of Rs. 2 per share), 


Solution: 


| Debit | Credit _| 


(a) Share capital (50,000 x 10) 500,000 
-Cash / Bank 
Capital Repurchase Reserve e beanie | 
(b) Share capital (50,000 x 10) 500,000 
Retained earnings / Share premium (50,000 x 5) 250,000 
wash / Bank (50,000 x 15 
ee Retained earnings (50,000 x 10) 
Capital Repurchase Reserve 
Share capital (50,000 x 10) 
Capital Repurchase Reserve (Bal. fig.) 100,000 
Cash / Bank (50,000 x 8 400,000 
amean al 
Capital Repurchase Reserve 400,000 


(v) Dividend 

It is the distribution of profits to shareholders. 

Many companies pay dividends in two stages during the course of their accounting year. 

(a) In mid-year, after the half-year financial results are published, the company 
might pay an interim dividend. 

(b) At the end of the year, the company might propose a further final dividend. 
The proposed dividend is not accounted for, instead it is disclosed in the notes 
to the accounts. - 

According to financial reporting framewo i 

(a) In case of interim dividend, it must be incorporated in the statement of changes in 


equity of same year. 
(b) In case of final dividend, the final dividend of current year shall be incorporated 
in the statement of changes of the next year provided that it nos = pee by 
Directors and approved by shareholders in ganun R meeting. In the current 
year only disclosure note is given for final divigen l l | 
The dividend on preference shares may be cumulative ch spe apni s apaid 
cumulative dividends pass to future years and have to be paid out before dividends fo 


j heé ino treatment is as follows: 
ordinary shareholders. The accounting trei 


rk the dividends are incorporated as under 
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(a) If preference dividend is cumulative, such dividend for the period need to be taken 

into accountirrespective of whether declared or not. 
(b) If preference dividend is non-cumulative, such dividend for the period need to be 


taken into account only for the amount of dividend declared for the period, 


(vi) Bonus shares 
These shares are distributed by a company to its current shareholders free of Charge, A 
bonus issue does not involve any cash inflow. The company converts some of its reserves 


(share premium or retained earnings or both) into new fully-paid share capital issued at 
its par value. 

(vii) Right issue 
It is an invitation to existing shareholders to purchase additional new shares in Proportion 
to their shareholding in the company at a discount to the market price on a stated future 
date. 
Say a company with a paid up capital of 10 million shares raises funds by issuing 2 
million new shares. It can offer the new shares to existing shareholder in a '1 for 5' rights 
issue: each existing shareholder is offered one new share for every five shares currently 


held (10 million/2 million=5). 
B). Total comprehensive income 

The detail of total comprehensive income is as under: 
° Profit for the year & Retained Earnings 
° Revaluation Surplus 

(i) Profit for the year & Retained Earnings 
Retained earnings comprise the income (profits and gains less losses) that the 
company retains within the business, i.e., income that has not been paid out as 
dividends or transferred to any other reserve. A company might hold retained 
earnings that it has no intention of distributing to owners as a dividend at any 
time in the future in a general reserve rather than in retained earnings. 
A debit balance on the retained earnings account indicates that the company has 
accumulated losses. 

(ii) Revaluation surplus 
The result of an upward revaluation of a non-current asset is a ‘revaluation 
surplus’. The amount accumulated in revaluation surplus is non-distributable, as 
it represents un-realised profits on the revalued assets. It is another capital 
reserve. The revaluation surplus can only become realised if the asset is sold. The 


revaluation surplus may diminish if an asset which had previously been revalued 
upwards is devalued later. 


(iii) Reserves 
Reserves are of two types 
o Capital reserves 


° Revenue reserves / General reserves 


et reserves are statutory reserves which a company is requ! 0 
set up by law, and which are not available for the distributto? 


ivi 7 . . es. 
dividends. Examples include: share premium, revaluation, contingen® 


l ecerves 
pet reserves / General resveres are non-statuto Sion 
J H . 
isting of profits which are distributable as dividends at the dis¢” 


of the com pany. 


“s 


equired to 
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! Profits are transferred to these reserves by making an appropriation out 


of profits, usually profits for the year. This is further explained below: 


Profit after taxation 300,000 
Appropriations of profit: 
Dividend (100,000) 
Transfer to general reserve (50,000) 
(150,000) 
Retained earnings for the year 150,000 
Retained earnings b/f 500.000 
Retained earnings c/f 650.000 


1 JOURNAL ENTRIES 


Following journal entries are made in order to record the effects of changes in elements of equity 
during the period. 


a 
Sank : aoe Baa 
[share Capa eel ae ae 


Share capital Eä 
| Sharepremium 
n Issue of new shares/ right shares at premium 
Retained earnings 


| xX | 
[ e <=> ess es [ee 

hare premium xX oo 
e CS 


Issue of bonus share 
(If share premium balance is available) 
Retained earnings ae 


Dividend payable 
n approval of interim / final dividend 


O 
Dividendpeyable OO o o o oo o 


Payment of interim/final dividend +=—+— 

Retained earnings | X ET 
\ \ = 

B o a D TO 


Transfer of balance to general reserves 


E 


ii 


E Revaluation surplus — -m = BE 
| Retained earnings — 
w Transfer of balance in case of incremental depreciation of S 


/ 
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Share capital (par value) 5 i Oooo 
-i Share premium / Retained earnings (excess of par value | xX | | 


X 
Share capital (par value) | x | 


Capital repurchase reserve account (discount) 


| | Payment of cash for redemption (and cancellation) of shares at discount 

Retained earnings 

lie, ae Capital repurchase reserve account 
Share Premium 


lo es | Share issue cost if share premium exists 


Retained Earnings Ra Ee 
Ga 


EZ] Share issue cost if share premium does not exist 


E 
4 


> 


- 


Transfer from distributable reserves to capital repurchase reserve account on redemption 
Transfer equal to par value (if redemption is at par value or at premium) 
Transfer equal to par value less discount (if redemption is at discount) 
Accounting for treasury shares is not examinable at this level. 


LO 6 PRESENTATION OF STATEMENT OF CHANGES IN EQUITY 
REL ATEMENT OF CHANGES IN EQUITY 


In accordance with the requirements o 


f IAS 1, an entity is required to resent a statement of 
changes in equity which includes the following information: i i 
(a) total comprehensive income for 


; the period, showin tal amounts 
attributable to owners of the preni g separately the to 


and to non-controlling interests; 
(b) for each component of equity, the effects of retros 
restatement recognized in accordance with IAS 8 


(c) for each component of equi ili 
eac quity a reconciliati i at the 
beginning and the end of period sep ea a a 


arately disclosing cl ing from: 
lan m: 

e profit or loss: & changes resulting fro 
e 


pective application or retrospective 


other comprehensive income; 
transactions with owners į 


, n their capacity as owners showing separately i 
397 I : 


and 
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5 STATEMENT OF CHANGES IN EQUITY 
gaii 
(i) contributions by owner and 


(ii) distributions to owners and 


(iii) changes in ownership interests in subsidiaries that do not result in a loss 
of control 


Effect of Changes in Accounting Policies 


Since changes in accounting policies are applied retrospectively, an adjustment is 
required in stockholders' reserves at the start of the comparative reporting period to 


restate the opening equity to the amount that would be arrived if the new accounting 
policy had always been applied. 


Say a company decided to change its inventory costing system from last-in-first-out (LIFO) to 
first-in-first-out (FIFO). Since the change affects past income, the company must address the 
change retrospectively and disclose its impact on the statement of changes in equity). 


Effect of Correction of Prior Period Error 


The effect of correction of prior period errors must be presented separately in the 
statement of changes in equity as an adjustment to Opening reserves. The effect of the 
corrections may not be netted off against the opening balance of the equity reserves so 


that the amounts presented in current period statement might be easily reconciled and 
traced from prior period financial statements. 


An example could be where depreciation of an assembly plant is charged from the date of 


production, instead of from the date the plant is ready to be used. 
yie! 


L07 FORMAT OF STATEMENT OF CHANGES IN EQUITY 
Statement of changes in equity for the year ended 31 December 2019 


Share Share Retained 
Capital | Premium | earnings 


Revaluation Total 
Surplus 


Statement of changes in equity for the year ended 31 December 2019 considering there is 
redemption, bonus and right issues along with dividends paid during the year 
Capital 
repurchase 
reserve 


Retained 
earnings 


Share 
Premium 


vo | 
Pirie! 
165 


16s 
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CHAPTER-5 STATEMENT OF CHANGES IN EQU iy 


t 


PRACTICE QUESTIONS 


QUESTION #1 
XYZ Ltd started its business in January 2017: 
ay Its started with capital of Rs.50 million. 
(2) Profit after tax 2017 30 million 2018 45 million 
(3) In March 2018 final dividend of 2017 is announced at 15% (Cash dividend) 
(4) In September 2018 interim dividend is announced as follows: 
(i) 4% cash dividend and 
(ii) 6% bonus dividend. 


(5) In November 2018 20% right shares were issued at Rs.13 each. (1 new share for every 5 shares 
held) 
Required: 


Prepare statement of changes in equity for year ended 31 December 2018? 


QUESTION #2 


Following is the summarized trial balance of Moonlight Pakistan Limited (MPL), a listed company as on 
30.06.2018. 


Rs, in million 
|_Credit | 


ceria aes es ee _ | Debit 
„Land and Fuildings = at eost oO OoOO oal 
Accumulated depreciation as on July 1, 2017 = Buildings 
| Ordinary shares of Rs.10 each fully paid on July 01,2017, J -J m% 
Retained earnings as at July 1, 2017 C= 510 
ight subscription received during the year ended 30.06.18 | -| a 


(i) The land and buildings were acquired on July 1, 2013. The cost of land was Rs.600 million. On 
July 1, 2017 a professional valuation firm valued the buildings at Rs.1,840 million with no 
change in the value of land. The estimated life at acquisition was 20 years and the remaining life 
has not changed as a result of the valuation. 


(ii) Right shares were issued on May 1, 2018 at Rs.12 per share. 


(iii) The profit after tax for year ended June 30, 2018 & 2019 is Rs.566 million & 800 million 
respectively. 


Additional Information 


(iv) Cash dividend and bonuses declared/paid during the three years: 


| ____Fortheyearended [Final | — Anterim — | 
—~ Cash [Bonus [Cash | Boms 
~ 30me2017 im [mi 
~~ 30me2018_ 10% | - [| -| share for every held 

30 June2019 = sme HC 


* Declared with half yearly accounts 


Required: 


Statement of Changes in Equity for the year ended June 30, 2019, 6) 
Note: round off the working to the nearest millions 
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PTER- STATEMENT OF CHANGES IN EQUITY 
i a a aera 
| PRACTICE SOLUTIONS 
gaswer # 
cae of changes In equity 
M eat ended 31-12-18 
Or 


jance (1.1.17) 
spital introduced 
vofit after tax 2017 30 30 
salance (il 18) x 50 = 3- . = 80 
-nal dividend—17 (50x 15%) š - (7.5) - - (7.5) 
nterim Dividend — 18 
Cash (50 x 4%) > 5 (2) - - (2) 
Bonus (50 x 6%) 3 z (3) i i 0 
tightissue (W-3) 10.6 3.18 : i 2 13.78 
srofit after tax - 18 45 45 
63.6 3.18 62.5 - - 129.28 
VORKINGS 


W-1) No. of shares before right issue 


Rs. 53 million 


50+3= Rs 10 wer share = 5.3 million shares 


W-2) No. of right shares 


5.3 
5.3 xX 20% = > x 1 = 1.06 million new shares 


W-3) Journal entry 


Cash (1.06 x 13) 13.78 
Share capital (1.06 x 10) 10.6 
Share premium (1.06 x 3) 3.18 
\nswer # 2 
ti Share Share Retained Rev. 
) 
meen Capital Premium Earnings Surplus Total 
mecee nen nanan nne-----ne------ Rs, million —------------————_ 
lalance 01.07.2017 1,200 - 510 - 1,710 
inal Dividend 2017 (1200 x 11%) (132) (132) 
terim Dividend 2018 (Bonus) 1,200 x - 200 (200) - 
‘ight Issue 420/12=35 million Share, 35 x 10;25 ~ 2 350 70 420 
otal Comprehensive Income 566 240 806 
Tansfer L5 15) - 
‘alance 30.06.2018 1,750 70 759 225 2804 
inal Dividend 2018 (Cash) (1,750 x 10%) (175 (175) 
ein Dividend 2019 (Bonus) (1,750 x 8%) 140 (70) He : 
~ 4! Comprehensi 800 
ransfer prehensive Income 15 15) 
@lance 30.06.2019 1,890 - 1,329 210 3,29 
“l Land Building R.S 
07.17 600 2,000 
Cost y 
LLIS Age De (400) 
07.17 WDV P , 600 1,600 
0 2¢ 
ne Revaluation Surplus ir mn 
ties Revalued Amount (Remaining Life = 16 years) NA 15 
‘18 Dep 2018, Transfer a 
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HAPTER-5 STATEMENT OF CHANGES IN EQUITY 


QUESTION-1 ICAP PAST PAPER QUESTIONS 


The following information pertains to Wednesday Limited (WL) for the year ended 30 June 2019: 


(i) Shareholders’ equity as at 1 July 2018: 
[ Rs. in million 


| Share capital (Rs.100 each) | 200 | 
| Share premium | 25 | 


| Retained earnings | 124 | 


| Revaluation surplus | 65 | 
Gi) On 30 November 2018, WL issued 30% right shares at a premium of Rs.120 per share. 
(iit) Cash dividend and’. -z shares for the last two years: 
Final dividend | * Interim dividend | 
For the year ended 
cannes | Cash - Bonus | Cash | Bonus | 
130 June 2018 | 18% | 20% | | 
| 30 June 2019 | EA | | Tie | 


*Declared with half yearly accounts 
(iv) Profit for the year amounted to Rs.95 millions 


(y) Revaluation surplus arising during the year amounted to Rs.35 million whereas transfer of 
, incremental depreciation for the year was Rs.9 million. 
Required: 


Prepare WL’s Statement of Changes in Equity for the year ended 30 June 2019. (07) 


(Column for total and comparative figures are not required) 
{Autumn 2919, Q #1} 


UESTION-2 


Following information pertains to Astrazenca Limited (AL): 
(i) Shareholders’ equity 2s on | January 2020: 

Rs. in million 
Share capital (Rs. 100 each) 250 
Share premium 138 
Retained eamings 142 
Revaluation surplus: Land 25 
Buildings 20 
Profit and transfer of incremental depreciation as per the draft financial statements for the year 
ended 31 December 2020 amounted to Rs. 45 million and Rs. 5 million respectively. 


Dividends for the last two years: 
| For the vear ended | *Interim cash dividend | Final bonus dividend 
| 31 December 2019 | 10% | 20% 


| 31 December 2020 | 12% | 15% ie 
*Declared with half yearly accounts 


(31) 


(iii) 


ans ee 0 
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STATEMENT OF CHANGES IN EQUITY: | 
HAP TERS | | 


es revaluation model for subsequent measurement of its land and buildings only. The 
“ hued amounts of land and buildings have been assessed at 31 December 2020 but not 
ft financial statements. The relevant details are as under: 


etme Land —__| Buildings 
the alae ta anette Reda milliona 
Balances as on 31 December 2020 before revaluation: Oo L OE 

60) 


Mi reval ) 
incorporated in dra 


Cost 


Accumulated depreciation 


non 


Revalued amounts assessed at 31 December 2020 158 
Reine in equity for th ded 31 December 2020 08 
Prepare AL’s statement of changes in equity for the year en e ecember ; (08) 

Column for total and comparative figures are not required) 
i {Spring 2021, Q #1} 


RETo Bitit A rm iihi batla | COA 110 a a OO eR Va ee toca a Venn naar a A ERAB V Hc idea SA mannaia sd 
~a 
iN 
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TATEMENT OF CHANGES IN EQUITY 


CHAPTER-S5 
a el 
ICAP PAST PAPER SOLUTIONS 


nswer-1 


Wednesday Limited 
Statement of changes in equity 
For the year ended 30 June 2019 
l Share 
capital 


Balance as at 1 July 2018 (As given) 
Final cash dividend @ 18% for 2018 (200x 18%) 
Right issue @ 30% (0.6 m x Rs.100 ; 0.6 m x Rs.120) ; 
Interim bonus dividend @ 10% for 2019 (260« 10%) 
Total comprehensive income for the year: 

Profit for the year 

Other comprehensive income — revaluation surplus 
Transfer of incremental depreciation 
Balance as at 30 June 2019 


(W-1) Number of share to be issued 
Rs. 200 million 


Rs. 100 
Note: Alternate journal entry for bonus issue is 


x 30% = 0.6 million shares 


Shares premium 
Share capital 


Answer-2 


Astrazenca Limited 
Statement of changes in equity 
For the year ended 31 December 2020 


Balance as at | January 2020 (As given) 


Interim cash dividend @ 12% for 2020 
Total comprehensive income for the year: 
Profit for the year 45-7 (W-1) 
Other comprehensive income (10+15)(W-1) 
Transfer of incremental depreciation 
Balance as at 31 December 2020 


373 


Final bonus dividend @ 20% for 2019 (250*20%) 
250+50) x12 % 


286 


Share 
capital 


ara 


Share Retained Revaluation 
premium earnings surplus 


Rs. in million ~----.---..... 
85 124 65 
(36) 
72 
(26) 
95 
35 
9 (9) 
157 166 9] 
Debit Credit 
26 


26 


Share| Retained | Revaluation 
premium earnings surplus 


(50) 


_—_ 
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wel: Revaluation of bullding . Suing tana 


“Rs in millon 
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CHAPTERS STATEMENT OF CHANGES IN EQUITY 


ICAP QUESTION BANK QUESTION 
Question-1 


Re 
Total equity at the beginning of the year: ean! 
BE E T 
The company made a boms swe ofi OOOO OOO O d o 


Required: 


The Statement of Changes in Equity of SMS Ltd for the year ended on December 31, 2019, 
(ICAP Example 1) 
Question-2 


The following information pertains to draft financial statements of Pak Ocean Limited (POL) for the year 


On 30 November 2018, POL issued 25% right shares to its ordinary shareholders at Rs. 120 per share. 
Cash dividend @ 18% for the year ending 2017 was declared in January 2018 
Bonus issue declared during the year ended 31 December 2018: 


o Interim(declared with half yearly accounts) 10% 
0 Final 25% 
Required: 
Prepare the statement of changes in equity for the year ended December 31, 2018 for Pak Ocean Limited. 
(ICAP Example 2) 
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STATEMENT OF CHANGES IN EQUITY 
cHAPTERS 


-3 l y 
yestion marii preparation of statement of changes in equity for the year ended 31 December 2017, 
cor the u 


pen ited (DL) has extracted the following information: 
— nT oie 1s J 
Draft Audited Audited 


Additional information: 
(i) Details of share issues: 
e 25% right shares were issued on | May 2016 at Rs.18 per share, The market price per 
share immediately before the entitlement date was also Rs.18 per share, 
4 A bonus issue of 10% was made on 1 April 2017 as final dividend for 2016. 


. 50 million right shares were issued on 1 July 2017 at Rs.15 per share. The market price 
per share immediately before the entitlement date was Rs.25 per share, 
° A bonus issue of 15% was made on | September 2017 as interim dividend. 


(ii) | Share capital and reserves as at 31 December: 


Ordinary share capital (Rs. 10 each 1,600 | 1,600 | 
1,850 1,709 
1,430 1,302 


Required | 
Prepare DL’s statement of changes in equity for the year ended 31 December 2017. (Ignore 
taxation) (ICAP Example 3) 


Question-4 


MK corporation Limited, an entity listed in Pakistan Stock Exchange is in the business of manufacturing 
and sale of yarn products. Company year-end is December. Below is the relevant information given: 
Opening balances as at January 01, 2018 

Description 


Opening Share Capital (at par value of Rs. 10 per share 25,000,000 


Share Premium _ 7,500,000 
Opening General Reserves 750,000 
Opening RE 18,250,000 
Revaluation Surplus 


1,500,000 
Following events have taken place in year 2018 and 2019; 


On March 31, 2018, Company issued Right shares for Rs.20 per share, Right shares were issued 
in the proportion of 1 right share against 5 ordinary shares held, 
Board of Directors of the Company approved Interim dividend of Rs.2.2 
' ear ended June 30, 2018. l 
Annual profit for the year ended December 31, 2018 is Rs. 10,250,000. 
4, The Board of Directors of the Company recommended annual dividend of Rs.4.25 per share on 
February 15, 2019, which was duly approved by the Shareholders on March 21, 2019, 


5 per share for the half 


| 
| 
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5. The Board of Directors approved Bonus Sharos of 20% of the Outstanding shares on June 30 
2019 which were duly credited in Sharcholders account on August 31, 2019. 

6. Board of Directors of the Company approved Interim dividend of Rs.1.25 per share for the third 
quarter ended September 30, 2019. 

Ta Annual profit for the year ended December 31, 2019 is Rs. 12.500.000, 

8. The Board of Directors of the Company recommended annual dividend of Rs. 5 per share on 
February 15, 2020, which was duly approved by the Shareholders on March 21, 2020. 

The Company has a policy to transfer 5% of the Annual Profit to General Reserves, 

10. Company revalued Fixed assets on December 31, 2017 resulting in Revaluation Surplus of 
Rs.1,500,000, Remaining useful life of the Asset is 10 years and Company has a straight line 
method for Depreciation. 


Required 
Make Statement of Changes in Equity for the year ended December 31, 2018 and 2019, Ignore taxation 
impact if any. (ICAP Example 4) 


Question-5 


ABC corporation Limited, an entity listed in Pakistan Stock Exchange is in the business of manufacturing 
and sale of Cars. Company’s year-end is December. Below is the relevant information given: 


Opening balances as at January 01, 2018 
papi oo a S l 
Opening Share Capital (at par value of Rs. 10 per share) 100,000,000 
50,000,000 
5,000,000 


55,000,000 


Following events have taken place in year 2018 and 2019: 

(1) On February 28, 2018, the Company issued Initial Public Offering, thereby offering 5 million 
shares for Rs.25 each. All shares were subscribed and company received the subscription money 
by March 31, 2018. 

(2) The Board of Directors of the Company recommended annual dividend for the year ended 
December 31, 2017 of Rs.5 per share on February 15, 2018, whereas Shareholders only approved . 
Rs.4 per share on March 31, 2018. 

(3) Board of Directors of the Company approved Interim dividend of Rs.1 per share for the third 
quarter ended September 30, 2018. 

(4) Annual profit for the year ended December 31, 2018 is Rs.130,250,000. 

(5) The Board of Directors of the Company recommended annual dividend of Rs.4.25 per share on 
February 15, 2019, whereas Shareholders approved Rs.6 per share on March 31, 2019. 

(6) The Board of Directors approved Bonus Shares of 10% of the Outstanding shares on June 30, 
2019 which were duly credited in Shareholders account on August 31, 2019. 

(7) Board of Directors of the Company approved Interim dividend of Rs.1.5 per share for th 
quarter ended September 30, 2019. 

(8) Annual profit for the year ended December 31, 2019 is Rs.175,000,000. 

(9) The Board of Directors of the Company recommended annual dividend of Rs.5.5 pet shar 
February 15, 2020, which was duly approved by the Shareholders on March 31, 2020. 

(10) The Company has a policy to transfer 5% of the Annual Profit to General Reserves. 

Required 


e third 


e on 


Make Statement of Changes in Equity for the year ended December 31, 2018 and 2019. Ignore taxation 
impact if any. (ICAP Example - ) 
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STATEMENT OF CHANGES IN EQUITY 
prERS 


(H 


yi ion Limited, an entity listed in Pakistan Stock Exchange is in the business a manufacturing 
gC COS Company year-end is December, Below is the relevant information given: 
i ar ‘ 
$ a alances as at January 01, 2018 

nin 


| Rs, 
100,000,000 
50,000,000 
5,000,000 


25,000,000 
On February 28, 2018, the Compan 


y issued Initial Public Offering, thereby offering 5 million 
(1) shares for Rs.25 each, Only 75% shares were subscribed and company received the subscription 
money by March 31, 2018, 
The Board of Directors of the Company recommended annual dividend for the year ended 
0) December 31, 2017 of Rs.5 per share on February 15, 2018, whereas Shareholders only approved 
Rs.4 per share on March 31, 2018. 
0) Board of Directors of the Company approved Interim divide 
quarter ended September 30, 2018, 
() Annual profit for the year ended December 31 
() The Government of Pakistan, vide Fin 


an events taken place in year 2018 and 2019: 
fo 


nd of Rs.! per share for the third 


quirement of the law (Interim + final dividend) 


onus Shares of 10% of the Outstanding shares on June 30, 
areholders account on August 31, 2019. 


approved Interim dividend of Rs.1.5 per share for the third 


(6) The Board of Directors approved B 
2019 which were duly credited in Sh 

(1) Board of Directors of the Company 
quarter ended September 30, 2019. 

@ Annual profit for the year ended December 31, 2019 is Rs.1 85,250,000. 


0) The Company has a policy to transfer 5% of the Annual Profit to General Reserves. 
Required 


Make Statement of Chan 


ges in Equity for the year ended December 31. 2018 and 2019. Ignore taxation 
Impact if any, 


(ICAP Example 6) 
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STATEMENT OF CHANGES IN EQuity 


CHAPTER-5 
ICAP QUESTION BANK SOLUTIONS 
Answer-1 


Statement of Changes in equity for the year ended on December 31, 2019 
Share Share 


Premium 


Capital 


wecensecnarenensoneeaees Rs, in Million -----------e--eseeeesore 
Balance as at | January 2019 3,000 1,900 4,500 9,400 
Profit after tax for the year - - 400 400 
Bonus shares 6,000 (1,900) (4,100) z 
Dividends — . B - 300 (300) 
Balance as at 31 December 2019 9,000 - 500 9,500 
Answer-2 


iseni p e aeine 
Statement of Changes in Equity for the year ended 31 December 2018 
Share Share Revaluation Total 

capital remium | earnings Surplus 


Rupees in million ------------- T 


Bzlance as at 1 January 2018 ne z Oooo] o a2) 
7 [ ë nR] 90 


Total comprehensive income a 
Transfer from surplus on revaluation of 


incrementaldepreciation for the period 


-| Final cash dividend at 18% forthe year ended 


31 December 2017 (200 x 18% 
Interim bonus issue at 10% forthe year ended EEN T 
31 December 2018 (200 x 10% 20 20) z 
25% Right issue at a premiumof Rs. 20 per 
share (200 + 20) 
55 66 


x 25% 
3 Dra 


Balance as at 31 December2018 


Answer-3 


Statement of changes in equity 

For the year ended 31 December 2017 
Ordinary General | Retained i Total 

share capital remium reserves | earnings | 


beste Rs, in million -----------7-----" 
1,850 1,430 | __4,88 


Balance as at 31 December 2015 E O E] 
Final cash dividend @ 7.5% - 2015 (1,600x7.5% o 120) 
Right issue @ 25% ~ 400 
a 
Net profit 2016 ap 
| Balance as at 31 December 2016- i as at 31 December 2016 - 200) 2 
; EF a8 
Final bonus dividend @ 10% - 2016 (2,000x10% sal 1,850 Ls 
ighe a 500 
i ivi OO) |. SOMO) 
Interim bonus dividend @ 15% - 2917 (2,700* 15% to 50x10 


Net profit — 2017 s 
Transfer to general reserves Ex 


Balance as at 31 December 2017 __ | 3,105 | 
er 2017 [570 | 1,962 | 158 


Scie 
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ft STATEMENT OF CHANGES IN EQUITY 
pares — 


pe 
Share Share General Retained Revaluation Total 
tlon Capital Premium Reserves Earnings Surplus ee 
in ite a mene ee Reserve Rs, 000° -ne--eenncneensnncenencnncenee--- 
alance 25,000 7,500 750 18,250 1,500 53,000 
opening P Right Shares (W-1) 5,000 5,000 - - - 10,000 
le (22 x Rs, 2.25) (6,750) (6,750) 
teri Dividend 10 ’ ’ 
fit for the year 10,250 10,250 
Pr sfer (10,250 x 5%) 512.50 (512.50) 
Tan i 4:500 i t 
ransfer of Rev Surplus to RE (= ) 150 (150) 
galance at the end of the year 30,000 12,500 1,262.5  21,387,5 1,350 66,500 
f 30,000 : 12,750 : 
snnual Dividend (222°° x Rs, 4.25) (12,750) (12,750) 
ponus Shares A 20%) . 6,000 (6,000) 3 : i 
Interim Dividend ae x Rs. 1.25) (4,500) (4,500) i 
Profit for the year 12,500 12,500 
Transfer (12,500 x 5%) ani 625 (625) - 
Transfer of Rev Surplus to RE (=) 150 (150) ; 
Balance at the end of the year 36,000 6,500 1,887.5 16,162.5 1,200 61,750 
(Wel) 
25,000 ishare 
issue = ——— x ——" x Re 99 = Rs. 5,000 
panels Rs.10 ` Sshare 
Answer-5 
Share Share General Retained 
Description Capital Premium Reserves Earnings Toral 
wenn en en cer wer eennwcenenennen RS, 1000's -------+00-------22-------- = 
Opening Balance 100,000 50,000 5,000 55,000 . ee 
Issuance of Shares under IPO (5,000 x10) ; (5,000 x15) 50,000 75,000 i ` , 
Annual Dividend 17 (ee x Rs, 4) (40,000) (40,000) 
Interim Dividend (Ace x Rs. 1) (15,000) (15,000) 
P bia 130,250 130,250 
Tofit for the year : ™ 
Transfer (130,250 x 5%) 6,512.5 (6,512.5) : 
Bal i 125,000 11,512.5 123,737,5 410,250 
ance at the end of the 150,000 ‘ 
ae 63,750) (63,750) 
“nual Dividend (220 x Rs. 4.25) (63, 
1 = 
Onus Shares (150,000 x 10%) 15,000 (15,000) , ; 
Metin Divid 165,000 po 4 5) (24,750) (24,750) 
Ofit f = ( a et 175,000 175,000 
cee rn 8,750 (8,750) : 
T (175,000 x 5% l 01,487.5 496,7 
a 00 110,000  20,262.5 2 5 50 
ance at the end of the year ANY 110,000 20,2625 201,487,5 496,750 
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Answer-6 
Description 


Opening Balance 
Issuance of Shares under IPO 
(5,000 x75% x Rs.10) : (5,000 x75% x Rs.15) 


Annual Dividend 17 (orcs x Rs.4) 
Interim Dividend = x Rs. 1) 
Profit for the year 

Transfer (175,000 x 5%) 


Balance at the end of the year 
Annual Dividend (175,000 x 20% = 35,000 - 13,750) 


Bonus Shares (137,500 x 10%) 
Interim Dividend ea x Rs. 1.5) 
Profit for the year 

Transfer (185,250 x 5%) 


Balance at the end of the year 
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STATEMENT OF CHANGES IN EQUITy 


Share 
Capital 


100,000 


37,500 


137,500 


13,750 


151,250 


Share 
Premlum 


50,000 


56,250 


106,250 


(13,750) 


92,500 


General _ Retalned 
Reserves Earnings Total 
Rs, 00015 #esananauannueanuaoaoua waceces 
5,000 55,000 210,000 


. - 93,750 
(40,000) (40,000) 


(13,750) (13,750) 

175,000 175,000 

8,750 8,750 . 
13,750 167,500 425,000 
(21,250) (21,250) 

(22,687.5) (22,687.53) 

185,250 185,250 

9,262.5 (9,262.5) : 
23,012.5  299,550.5_ 566,312,5 
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‘A pTER-S STATMEENT OF CHANGES IN EQUITY 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 


Which TWO of the following are separately identified in statement of changes in equity? 
(a) Profit for the year iar (b) Transactions with owners 
c) Other comprehensive income (d)  Non-owner changes in equity 
' Which of the following 1s not considered transaction with owners with reference to statement of | 
changes in equity? | 
(a) Share capital 
(b) Redemption of equity shares 
(c) Profit for the year 
(d) Bonus issue of shares (no cash received from owners) 
3 The maximum amount of share capital that a company is authorised to raise is called: 


(a) Authorised share capital (b) Issued share capital 
(c) Subscribed share capital (d) Paid up share capital 
4 The total value of shares a company offers to subscribe is called: 
(a) Authorised share capital (b) Issued share capital 
(c) Subscribed share capital (d) Paid up share capital 
5 The monetary value of all the shares that the investors have committed to buy is called: `. 
(a) Authorised share capital (b) Issued share capital 
(c) Subscribed share capital (d) Paid up share capital 


6 The amount of money a company has received from shareholders in exchange for its shares is 
called: 


(a) Authorised share capital (b) Issued share capital 
(c) Subscribed share capital (d) Paid up share capital 
1 Which of the following issued by an entity is treated as liability? 
(a) Ordinary share capital (b) Redeemable preference share capital 
(c) Irredeemable preference share capital (d) None of above 


8 A debit balance on the retained earnings account indicates that: 
(a) The company has made more dividend payments than the profit earned. 
(b) The company has accumulated losses 
(c) The company has redeemed some of its share capital 
(d) The company has issued bonus shares 
company has profit after tax of Ry 20 million for the financial year ended ou °^ June > 19. It has 
share capital of Rs.500 million. Dusing ive year company has declared inierim divicei uo. 9%. 
How this dividend shall be presented in financial statements for the year ended 30 June 2019? 
(a) Rs.8 million deducted from retained earnings in statement of changes in equity 
(b) Rs.50 million deducted from retained earnings in statement of changes in equity 
(c) Rs.50 million deducted from profit or loss as finance cost 
(d) Tt shall not be recorded, only disclosure shall be made. 
A company has profit after tax of Rs.80 million for the financial year ended on 30 June 2019. It 
has share capital of Rs.500 million. The board of directors proposed a final dividend of 10% just 
after the year end, for the year ended 30 June 2019 
How this dividend shall be presented in financial statements for the year ended 30 June 2019? 


(a) Rs.8 million deducted from retained earnings in statement of changes in equity 
(b) Rs.50 million deducted from retained earnings in statement of changes in equity 
(c) Rs.50 million deducted from profit or loss as finance cost 

(d) It shall not be recorded, only disclosure shall be made. 
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CHAPTER-5 STATMEENT OF CHANGES IN EQUITY 


; i , nges in equity when righ 
Q.11 Which TWO of the following are usually shown in statement of chang quity ght 
issue of shares is made? in sh i 
are premium 
(a) Increase in share capital 7 easy eid Aaa 
(c) Increase in share premium hanges in equity when bonu 
Q.12 Which TWO of the following are usually shown In statement of chang quity s 
issue of shares is made? : ‘ 
hare premium 
(a) Increase in share capital (b) A Ened EEE a 
(c) Increase in share premium d) ria to: 
Q.13 Transaction costs relating to issue of shares are usually de ‘ e j n 
(a) Profit or loss (b) Share cap | 
(c) Share premium (d) Revaluation surplus — 
Q.14 If there is no balance in share premium account, transaction costs relating to issue of shares are 
usually debited to: tal 
(a) Profit or loss (b) Share capita i 
(c) Retained earnings (d) Revaluation surplus , 
Q.15 Incremental depreciation has following effects on statement of changes in equity: 
(a) Increase in revaluation surplus and decrease in retained earnings 
(b) Decrease in revaluation surplus and increase in retained earnings 
(c) Decrease in revaluation surplus and decrease in retained earnings 
(d) No effect 
Q.16 A company has following balances on 1 January 2019: N 
m 
Share capital (Rs. 100 each) 100 
Share premium 30 
Revaluation surplus 20 
Retained earnings 35 
The company made a right issue of 1 for 5 shares already held at Rs. 145 per share. 
What amount of share capital shall be presented in statement of changes in equity as at 31 
December 2019? 
Rs. 
Q.17 A company has following balances on 1 January 2019: 
Rs. m 
Share capital (Rs. 100 each) 100 
Share premium 30 
Revaluation surplus 20 
Retained earnings 35 
The company made a right issue of | for 5 shares already held at Rs. 145 per share. 
Heri s share premium shall be presented in statement of changes in equity as at 31 
Rs. 
Q.18 A company has following balances on | January 2019: 
„m 
Share capital (Rs. 100 each) Roo 
Share premium 30 
Revaluation surplus 20 
Retained earnings 35 
The company made a bonus issue of 2 fo 
r 5 € wal m 
What amount of share capital shall be an — already held. ; at 31 
December 2019? Presented in statement of changes in equity as 
Rs. 
mrana ebia tema miés Tee wn 
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STATMEENT OF CHANGES IN EQUITY 


gress 

a ‘ 
A company has following balances on | January 2019: 

Rs, m 

Share capital (Rs. 100 each) m 
Share premium : 
Revaluation surplus 0 
Retained earnings z 


The company made a bonus issue of 2 for 5 shares already held. 


What amount of share premium shall be presented in statement of changes in equity as at 31 
December 2019? 


Rs. 
A company has following balances on | January 2019: 


Rs. m 
Share capital (Rs. 100 each) 150 
Share premium a 
Revaluation surplus = 
Retained earnings 


On 2 January 2019, all the revalued assets were disposed of for Rs, 90 million. 
Profit for the year ended was Rs, 32 million. 


interim dividend of 5% was paid in July 2019 and final dividend of 8% has been proposed by 
directors. 


What amount of retained earnings shall be presented in statement of changes in equity as at 31 
December 2019? 


Rs. 

Which of the following does not appear in statement of changes in equity? 
(a) Share premium (b) Retained earning 
(c) Goodwill (d) Revaluation surplus 


Which of the following statements is likely to be true, for a company making profits? 

(a) The operating profit will be less than the profit for the year. 

(b) The profit for the year will be greater than the gross profit. 

(c) Retained profits at the year end will be greater than shareholders’ equity. 

(d) Retained profits at the year end will be greater than retained profits at the beginning of 
the year. 

Which of the following is NOT a component of the statement of changes in equity? 

(a) Total comprehensive income for the period 

(b) The revaluation gain 

(c) The amount of cash that the company has on hand 

(d) Dividends paid to shareholders during the period 

Which of the following statements is not true about preferred stock? 

(a) The rate of dividend is usually fixed 

(b) Shareholders always have a voting right 

(c) Shareholders’ usually have a preference as to assets upon liquidation of the corporation 

(d) Shareholders’ usually have a preference as to dividends 

Redeemable preferred shares is required to be reported as: 

(a) Liability (b) Equity 

(c) Asset (d) None of the above 
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CHAPTER-5 STATMEENT O 


Q.26 Any unpaid dividend is carried forward to the future periods for which type of sees 
(a) Ordinary shares (b) Cumulative preferred shares 
(c)  Non-cumulative preferred shares (d) All of the above 
Q.27 What is the impact of dividend payments to shareholders on the statement of changes in equity? 


(a) It increases the retained earnings balance 

(b) It decreases the retained earnings balance 

(c) It increases the share capital balance 

(d) It decreases the share capital balance R ity? 

Q.28 What is the impact of an additional share issue on the statement of changes In equity 

(a) It increases the share capital balance 

(b) It increases the retained earnings balance 

(c) It decreases the share capital balance 


(d) It decreases the retained earnings balance , 
Q.29 Xavier Limited issued 5,000 shares of its Rs.10 par value to Its shareholder. These shares were 
issued at a premium at a price of Rs.25 per share. 
The correct journal entry to record this transaction is: 
(a) Cash Rs.125,000 (Debit); Share capital Rs, 125,000 (Credit) 
(b) Cash Rs.50,000 (Debit); Share capital Rs.50,000 (Credit) l 
(c) Share capital Rs.50,000 (Debit); Share premium Rs.75,000 (Debit); Cash Rs.125,000 
(Credit) 
(d) Cash Rs.125,000 (Debit): Share capital Rs. 
(Credit) 
Q.30 Dynasty Limited issues 1 million, Rs.1 
statements is true? 


50,000 (Credit); Share premium Rs.75,000 


0 sharés at Rs.50 for each share. Which of the following 


(a) Ordinary share capital will increase by Rs.10 million and share premium will increase by 
Rs.50 million. 

(b) Ordinary share capital will increase by Rs.10 million and share premium will increase by 
Rs.40 million. 

(c) Ordinary share capital will increase by Rs.20 million and share premium will increase by 
Rs.50 million. 

(d) Ordinary share capital will increase by Rs.10 million and share premium will increase by 
Rs.30 million. 

Q.31 Handsome Limited statement of financial position shows ordinary share capital of Rs.150 million 
and share premium of Rs.50 million at he be” ing of financial vear. If the ordinary share 
capital ıs Rs.250 million and share premium is Rs.120 million at the end of the financial year, 
how mucn aid the ordinary share with share premien tosue raise? 

(a) Rs.100 million (b)  Rs.150 million 
(c)  Rs.160 million (d) Rs.170 million 


Q.32 Gigantic Limited opening retained earning balance was Rs.150 milli fi 
Bedi é . ion. It made a net profit for 
the year ie es 31 ino a of ae million. During that year, an ordinary dividend of Rs.50 
paisa per share was paid on 40 million ordinary shares. Whe i r year 
ended 31 March 2020? ry s. What was the retained profit for the ) 


(a) Rs.150 million (b) illi 
illi Rs.160 million 
Q.33 es A eb illion i Deka milion 
; paid Rs.10 million in debenture interest and an ordinary dividend of 10 paisa Per 


share on Rs.50 million ordinary shares i 
Danica gront tortneyere) ry - The retained profit was Rs.120 million. What was 


(a) Rs.125 million 
lo) Rs 130 million (b) Rs.135 million 
(d) — Rs.140 million 
385 ee 
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STATMEENT OF CHANGES IN EQUITY 


of the following would be an entry in the statement of changes in equity? 
Taxation (b) Long term loans 
) Revaluation gain (d) Revaluation reserve 
4 ring the year ended 30 June 2021, a company's revaluation reserve increased from Rs.300,000 
05 i 380,000 as a result of a property (land) revaluation. At the start of that financial year, the 
a any's property had been valued at Rs.810,000. Assuming that no property was disposed of 
He the year, which of the following statements is true? 
(a) The property's revalued amount was Rs.890,000. 
(b) The property's revalued amount was Rs.1,190,000. 
(c) The property's revalued amount was Rs.380,000. 
(d) The property's revalued amount was Rs.1,3 10,000 
A debit balanceon the retained earnings account indicates that the company has: 
(a) Made more dividend payments than the profit earned 
(b) Redeemed some of its share capital 
(c) Accumulated losses 
(d) Issued bonus shares 
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CHAPTER-5 STATEMENT OF CHANGES IN EQUITY 
— IIan 


A.l 
A.2 


A3 ` 


A.4 
AS 
A.6 
A.7 
A.8 
A9 


A.10. 


A.11 
A.12 
A.13 
A.14 

3.15 


A.20 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTIONS 


(b) & (d) 

(c) 

(a) 

(b) 

(c) 

(d) 

(b) 

(b) : 

(b) Rs.500 million x 10% = Rs.50 million to be recognised in statement of changes in equity. 
Entry: 


E 


Retained earnings 50 million 
Dividend payable 50 million 


(d) This dividend shall be recognised next year. This year the proposed dividend shall be 
disclosed only. 


(a) & (c) 
(a) & (b) 
(c) 
(c) . 
(b) 

Incremental depreciation means transfer of revaluation surplus to retained earnings 
Rs.120 million. 

Rs.100 million + Rs.100 million / Rs.100 x 1/5 x Rs.10¢] = Rs.120 million 
R3. 4 “aon l 

25.30 million + Rs.100 million / Rs.100 x 1/5 x Rs.45] = Rs.39 million 
Rs.140 million 


Rs.100 million + Rs.100 million / Rs.100 x 2/5 x Rs.100] = Rs.140 million 
Rs. Nil 


Rs.100 million / Rs.100 x 2/5 x Rs.100] = Rs.40 million shares issuza Rs.30 miiiica ti 
share premium and remaining Rs. 10 million from retained earings. 
Re.82 million 


Rs.35 million + Rs.20 million from revaluation surplus + Profit of Rs.32 million — Rs.5 
million dividend = Rs.82 million Proposed dividend shall be disclosed only. 


—— 


Scanned with CamScanne 


A.30 
A31 


A.32 
A.33 
A.34 
A.35 
A.36 


(d) 


(b) 
(d) 


Cash 
Share capital 
Share premium 


Closing balance 
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125,000 


50,000 
75,000 


100 (250 — 150 70 (120 - 50 


Accumulated losses 
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CHAPTER # 06 
IAS -8 
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IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 
çap TER 


IAS-08 
ounting Policies, Changes in Accounting Estimates and Errors 
Act 
ol ACCOUNTING POLICIES 


Definition of accounting policies 


1. IAS-2 permits to choose between/ 
FIFO or weighted average method 
for stock valuation 

2. TAS-40 permits to choose between 
fair value model or cost model 

3. Capitalization of borrowing costs 

in IAS-23 

‘ For inventories refer [AS-2 

2. For PPE refer IAS-16 

3. For investment property IAS-40 
and so on 


Accounting 
policies 


These are the specific principles, 
bases, conventions, rules and 
practices applied by an entity in 
preparing and presenting financial 


Apply relevant IFRS. 
If no IFRS than apply judgement in 
following order: 

a. Use similar IFRS. 

b. If no similar IFRS use 
Framework. 

C. We can also refer 
pronouncements of other 
standard setting bodies. 

Note: Accounting policy is not 

applied when effect is 
immaterial. 

Once a policy is selected an 

entity must apply it with consistency 

so that figures can be compared over 


Selection of 
accounting 
policy 


Consistency 


in applying 
Accounting 


Apply FIFO in each year to make 
comparison over years easy 


Concept of retrospective and prospective 


Retrospective 


Effect of change is given to 
Past + current + future years 


Effect of change is given to 
Current + future years 
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IAS 08: Accounting Policies, Changes in Accounting Estimates and Errors 


Change in accounting policy 


ea must apply consistent accounting policies for similar transactions and events, Followi 
is the discussion on when we can change the accounting policy. i 
7 
B hen Examples How 
ara 14] R i 
a l etrospective or ive? 
a aR p prospective? 
permitted only if the change: 


i. Is required by 


(Compulsory): or requires 
costs to be capitalized in 


IFRS | a. Revised IAS-23 now | Follow the transitional 
all borrowings | provisions given in standard. 
(May be prospective and may 


qualifying be retrospective) 


respect of 

assets. 

LIFO is no more allowed If no transitional provisions 

as per revised IAS-2 are given retrospective 
application is required 

Retrospective application is 


FIFO to Weighted average 
required. 


Cost model to fair value 
model in IAS-40 


2. Provide reliable and more 
relevant information 


(Voluntary) (Management 
decision) 
Retrospective application [Para 5] 
Application of change in accounting policy to transactions, other events and conditions as if that 
policy had always been applied. 
We restate the figures and provide disclosures as well. 
Impracticabilitv in retrospective application 
Retrospective application might be impracticable. In this case a company must apply it from earliest 
period possible. This may be the current period. 
The reason of impracticabilitv could be non-availability of records. 


Change in accounting policy-Examples 
erage cost in [AS-2. 


Changed the method of valuing inventory from FIFO to av 


1. 
2. Change from cost to fair value model in IAS-40 
3. Classifying commission earned as revenue in the statement of profit or loss, having 
previously classified it as other operating income (other income). 
4, Adoption of the revaluation model for non-current assets previously held at cost (IAS- 
licy but it is not treated as per IAS-08. It means NO 
uire 


16). (It is a change in po 
retrospective application is re 


Disclosures of change in accountin 
l. The title of the Standard 


2 nature of the change 
3; A description of any transitional provisions 
4. dance with its transitional provisions/ reason 


Change in accounting policy is made in accor 


why the new policy provides reliable/relevant information 
ench line item in the 


5, For the current and previous period(s), the amount of adjustment to 
financial statements and for basic and diluted EPS. 

Adjustment related to accounting periods before those presented in financial statements. 

If retrospective application is impracticable, an explanation of how change has been applied: 


quired and no disclosures of change in policy are req 


olicy [Para 28 
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HAPTER- IAS 08: Accounting Poliċics, Changes in Accounting Estimates and Errors 


These are not a Change in accounting polic ' 


l. Switching to purchasing plant using leases from a previous policy of purchasing plant for 
cash. It is a business policy, 
2, Changing the value of a subsidiary's inventory in line with the group policy for inventory 


e ie preparing the consolidated financial statements. It is consolidation 
adjustment because subsidiary does not change policy in separate financial statements. 


3, The application of new accounting policy for transaction / events which did not occur 


previously is not a change in accounting policy. It is simply an application/selection of 
suitable policy ege Company has obtained a loan for first time for qualifying asset. Then 
policy to capitalize borrowing cost shall not be change in accounting policy. 


Examples of Selection of accounting policy 


L. Capitalization of borrowing costs which have arisen for the first time. 
2. Entity has received its first government grant and is applying the deferred income 
method. 


LO 2: CHANGE IN ACCOUNTING ESTIMATE 
Accounting estimate 


It is made for an item of financial statements when item cannot be measured with precision. Rather 
management makes an estimate. 


Change in accounting estimate [Para 5] 


It is an adjustment of 
° the carrying amount of an asset or a liability, or 


° the amount of periodic consumption of an asset, 


that results from the assessment of the resent status or expected future benefits. 


difficult to distinguish between accounting policy and changes in estimate. In 


Note: Sometimes it is Á 
such case it is treated as a change in estimate. 


Treatment of change in accounting estimate Apply change as 


Prospective application (current + future years) and disclosure is required 


Prospective application [Para 5 

It is: | 7 

(a) applying the new accounting policy after the date as at which the policy is changed; and 

(b) recognizing the effect of the change in the account 
periods affected by the change. 


i i imate 
Ex e in accounting esti p | | 
Examples of Change in actor- ange in depreciation method and change in residual 


ing estimate in the current and future 


l, Change in useful life of asset, ch 
value. hanged its allowance for irrecoverable receivables from 10% of 
2 A has chang à 
' company ae days old 
f debt to everything over e N bles from 5% to 10% of outstanding 
outstanding d¢ for irrecoverable receivables from 3% o of outstanding 
3 I d the allowance 
, ncreased the a 
debts ‘ded to move from charging nae on the straight line basis to 
4, s decidet eged in oxample-} above 
h HE d basis (as discussed in ont nt from straight line depreciation to 
the reducing balance ' ‘son of plant and equipment tom ` g Į 
5 Changed the depreciatio 
: anged the 


jation 
reducing balance depreciat 


x aeae 
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